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Vancouver, B.C, 
Friday, March 16,1962 


SUBMISSION OF HELEN G. MOORE 


-~- Upon commencing at 9.45 A.M, 


Appearances: 


Helen G. Moore 


A.M. Moore 


THE CHAIRMAN: Call the meeting to 
order. Mrs. Moore, I believe you have a submission 
to make. It is not necessary for you to stand up 
if you prefer to sit down. 

MRS. MOORE: I think I prefer to sit 
Gown if I may. 

THE CHAIRMAN: I would also suggest that 
in order to be heard -- some members of the audience 
now are in the back behind you and so I think if 
you would keep that in mind I think it would be 
welcomed. 

MRS, MOORE: Thank you, sir. I wanted 
to just say a word at the outset as to why I submitted 
a brief. 

Like all of my generation we grew up 
during the depression. I grew up on the prairies 
in Edmonton and when I went on to university I 


decided to go into economics because I wanted to 
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1 be, sure how this economic System of ours worked 


2 30, that no one else would ever have to go through 
3 a, depression. At least I was going to contribute 
4 my. bit of knowledge to the grand i) 2 might 

accumulate. 
5 

During the war years an observer from 

6 

Mars .I believe would have been astounded that an 
7 


economy which seemed to be flat on its back could 

8 rush into a war with all its attendant tremendous 

9 expenses and do a wonderful job. At the end of the 
10 war years I was at the University of Toronto, I 


was again there to study economics because that 


11 

was the centre of banking and finance and we had 
12 

the Green Book Proposals in case the depression 
13 

followed the war. 
14 


We rushed on from what we thought was 
15 going -to be a very difficult time, the .reconversion, 


16 into an era of growth. 


17 Like a great number of people in this 

18 economy of ours. I thought it is strange when you 
look at the figures in the current year that 500,000 

: people are unemployed and of these 265,000 are 

= married men which means a minimum of 800,000 people, 

zi 


that is the City of Vancouver's size, and this 
22 means an awful lot of hardship. So our economy 
23 ig not working as: well as it. could be because in 
94 1947, 1948 and.1949 we were down to 2 per cent 


unemployment. 
25 employ 


Over the arched door of Victoria College 
26 
‘ Ia 1. = Bs ba '9 
at the University of) Toronto is: seek the .truth 
ad oe Prmaail’ and «L.£ 1 
and the truth shall make you;iree, ana Feel 
28 


this is very much so when in the .cconomtc realm 
” we can be free from the fear of want. Man cannot 


30 live by bread alone but he cannot live without it 
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and I think we can be sure of this that if mankind 
can hurl a man around the world in a matter of 
minutes, mankind certainly can make a small 
contribution to make sure that Canada is a little 
more prosperous than it is at the present time. 

I know it is often said that Canadians 
are reluctant to say anything when they have anything 
to say. I am not sure I have much to say but I will 
contribute whatever I can to the pile of growing 
information and as a matter of fact I think a lot 
of my friends who are in economics, and my husband too, 
are in that position because of our concern for people. 

Mr. Chairman, I take it that you have read 
the brief and unless you want me to go over it or 
to summarize it in any way I would be guite happy 
to go ahead with questions and discussions. I would 
suggest that on Questions 1 and 2 either Mr. Moore, 
whom I think you have met, or myself will be happy 
to answer them. Question number 3,I would direct 
questions to Mr. Moore but on questions numbered 
4 and 5°I would undertake the handle them myself. 
This is a sort of division of labour’we have ‘chought 
out between us. 

Would you like me to talk about the 
points or would you just prefer to ask questions? 

THE CHAIRMAN: - We have all read the 
brief with care and I think perhaps it would be 
appropriate to put questions if that is satisfactory 
to you. 

MRS; MOORE: Yes, that is fine. 

COMMISSIONER LEMAN: Mr. Chairman, for the 
benefit of the record perhaps Mrs. Moore could read 
these five main points. 


THE CHAIRMAN: Yes, if you would read the 
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five main points for the report. 

THE SECRETARY: The brief will be in the 
record. 

THE CHAIRMAN: So that is not necessary. 
Point number 1 -- questions? 

COMMISSIONER GIBSON: Mr. Chairnan, I 
take it Mr. Moore is going to answer questions with 
regard to’ Points’ loand 2? 

MRS. MOORE: No, Point 3 particularly. 
Either one of us will answer questions on.1 and 2. 

COMMISSIONER GIBSON: With regard to 
Point 1, Mrs. Moore, there is a chart. attached as 
well? 

MRS. MOORE: It should have been actually 
a semi-log to show a difference in the rates, 

COMMISSIONER GIBSON: This is one of the 
points I want te get at because this is aisubject of 
very great interest, how rates are different in some 
different periods. If you take the figures from 
the beginning of the chart to the end of the chart 
in a rough way the proportionate increase has been 
about the same, at least they are both up about four 
times. 

MRS. MOORE: But the line G.N.P. has 
crossed Money Supply, sir. 

COMMISSIONER GIBSON: Yes it did and the 
scale is quite different. The point that is made 
in the first part is, I take it, that the money 
supply has been adequate in relation to the G.N.P. 

I do not want to suggest that it has or has not 
but I do not think that the material here demonstrates 
that. 

MRS. MOORE: Actually, from a semi-log 


scale the fluctuation is from the G.N.P. being about 


— 


ew - . a 7 
oe drogen odticot, a og atest 
aid ot od ifiw Yetad sit HYAATEAOG2, SET 


.yiseesoen dom sk dsdd 02 ;MAMATAHO ENT) 3) 0s r 
Sanotieeup -- £ tedaun tatel © 
I waniiedD .«M :Moedro AaMOTZeTMMOD | 


ddiw saotdeeyp tewans od gateg el etool .aM o£ exsd | 


visaluotdiag-€ dated .ou :SAOCOM .chM ‘= 
.S bus f mo amotsaoup tewens Iftw ay te 20 tends fo 
od bisgex aAtiW  :“WOedIo AAVOL 22IMMOo 


sg berlostés gasdo s eh stsdd ,.otooM .20M tated 


vilsutos seed evsd bloods 31 _THHOOM .ahm 
209s edd mi comexsllib s wods ot gol-imes 5 

ed¢ Yo eno ef ckAiT +MOGHID AZMOLECIMMOO 
to goetdue s eit otdd eausosd 3s seg eat gnaw I, etatog 
eros mb snore TIhd oms sedsa work .teawedat ssetanttev 
mort eeventt edd esd yoy it .ebelusq dmeretiip 
gxedo eft to bas oft o¢ gusdo oni to sataniged end 
nesd asil seastont etsnobssogotq sat yew, davoi s at 


quot duods qu dted ete yedd tasel ¢s .emse, odd sueds 


os 
-cemid | 
| jas 
ee .¢.0.0 ontl ead ted . :aAOOM . cHM y 
— 
wthe .vigave yeneM beseeto oa 


je 


. ont bes bib gr eeY +:VOGSID AAOLearMtoo 


ebem ef aadd tateg off .tnetettib ettup ef eleoe lag 
yerom edt ded¢d .tt wise I, ,0f dasq gextt edd at jes 
TMD apd bey netsnSors nit stsupebs mesd sed yliqque Z 
tom esd ito esd ot jand¢ desgave od tasw ton ob I | 


- 


asdsisenomeb-sien [aetisism ond’ gedd antdt gon ob I sud 


Nethercut & Young - 266 - 


Toronto, Ontario 


twice the money supply to being about four times 
the money supply. 

COMMISSIONER GIBSON: But what we are 
concerned with here, I take it, is the proportionate 
rate of increase of the money supply and the G.N.P.? 

MRS, MOORE: Yos, and the' fect that they 
have not gone together), that at certain Stages 
money’ supply has been held constant while G.N.P. 
has increased, the rates therefore being curtailed 
in expansion in two very notable periods. This’ is 
why IT put ‘it; on! this type of a paper but in 1955, 
1956 and 1957 and then again in 1958, 1959 it 
actually decreased slightly so that at this point I 
do°feel:that if it had continued to increase instead 
of being pulled back in, as here, we’ would not have 
had that deep drop we have had in the last but one 
recession. This was apparently due to an over tight 
money supply being curtailed. 

COMMISSIONER GIBSON: In other words 
you are presenting this chart to indicate short- 
term changes, not long-term? 

MRS, MOORE: Yes. 

COMMISSIONER GIBSON: Because the other 
point, of course, that arises in these comparisons 
is the fact that a comparison of this kind does not 
really prove anything unless you look at the other 
factors in the picture. We know that in this period 
prices have gone up a lot. 

MRS. MOORE: That is right. 

COMMISSIONER GIBSON: And this is what you 

ieht°enllciveumstantial evidence that the money 
supply has been at least adequate over the long 
period? 

MRS, MOORE: That is right. 
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COMMISSIONER GIBSON: I take it your main 
emphasis is on short periods in this picture and 
not the long. one. 
MRS, ,MOORE; Well, on.both because.it has 
changed in proportion. Think of what happened during 
the 1920's when the gold supply had not increased 
as fast as what.was considered the over all rate 
of growth of the country could have increased and 
withthe advantage.of,a mancy market that does not 
even happen. Then I looke@at what had happened with 
managed money and.said:,-Have we in-fact kept pace 
er-have we,.not? 

COMMISSIONER. GIBSON: Well, this chart 
shows that we have had a rate of increase in money 
supply. on.an annual basis of much.more than 3 per 
cent over,.the period..,I cannot figure it.out 
exactly but.it looka.like_6 or 7 per.cent. 

MRS..MOORE: This was the principle of 
whether it had. grown as fast as the potential of 
the economy or whether it had held it back. 

MR. MOORE; . I_think her chart is .at 
least suggestive and,.it would. be, accurate in the 
main, if you like, but it seems to,me the substance 
of the point she should be making is the final 
paragraph on the first point, namely, that we 
support the contentions that a managed supply 
can rectify shortages but submit that all the leading 
theories of interest rate determination lead to the 
same conclusion, that the present restrictcd money 
supply and consequent high rates of interest are a 
drag on the economy. 

COMMISSIONER MACKINTOSH: How broad is 
"oresent"? Do you mean this week? 


MRS. MOORE: Not this week anyway. 
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MR. MOORE: I think it would be the period 
1957 onward, 

COMMISSIONER GIBSON: This leads on to 
the other question, of course, of a relation between 
the supply and interest rates. Is it possible that 
interest rates have not responded to the money supply 
in a way that might have been expected because you 
see it had had substantial increases in the money 
supply but you still have relatively high interes 
rates. Have you commented on that? 

MR. MOORE: It is one of the distressing 
things, actually. I do not think any of the major 
theories of interest rate determination have an 
appeal in regard to the 1961 experience of a large 
increase in quantity of money coming from small 


te 


response in terms of the long-term interest rate. 
They do seem to be all agreed about the direction 
of the effect in any event. 
COMMISSIONER BROWN: May I ask a question 
there and that is: To what extent in the consideratim 


of money supply do you make allowances for the 


increased turnover of money through the tremendous 


increase in banking facilities in Canada in the past 
few years, checking acco cS ¢ 

MRS, MOORE: “Thic ts something I have 
thought of. “One would b urprised to see that it 


should not be a factor because cheques mean a much 
greater velocity but I am not sure we can measure 
this sort of thing or that the consensus that 
velocity in this inflation is very, very high 
pecomes a significant factor. It certainly did in 
the German situation where the value of the money 
fell completely apart. 


COMMISSIONER GIBSON: If it has a counter- 
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acting. effect..on. ¢his,,-- 

MRS. MOORE: It is not included in the 
graph, no. 

MR. MOORE: Well, the graph on the 
money supply also includes the ideal balance in 
savings accounts and we do not have a figure for 
it now so it is a defect which cannot be corrected. 

COMMISSIONER GIBSON: I would also like 
to ask you to comment on another aspect of this 
and that is that up until a few years ago bank 
loans were less than current deposits. Now they 
are higher than current deposits. 

MR. MOORE: This is really what you would 
expect over the long period, that with the banks 
emerging from the. war and the development of service 
compared to their pre-war practices. One would 
expect from the business expansion that the percentage 
of their assets in the form of loans to business | 
would rise. 

COMMISSIONER GIBSON: This is at a 
historically high figure relative to the current 
time? 

MR, MOORE: Even if you were to take 
the velocity of money into account you might end 
up with a set money supply depending on your measure 
with velocity offsetting, bringing control of the 
relative change in quantity of money at the time. 
But if you are thinking about the level of interest 
rates which you thought was desirable then you 
would surely still have to have regard to the 
quantity of money, the stock of money. If you 
gave any weight at all to the critical preference 
theory and you want a larger stock of money and 


try to keep interest rates down and this is the 
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thought incorporated in the first point. 

COMMISSIONER LEMAN: Howsvuer, you feel 
that. at the present time perhaps o% latively 
high. interest rates and what,..you. term here as, the 
cestricted money supply. that.woudd now exist today, 
which is arguable, in what sense, do, you visualize 
that this was now a drag on the economy -- in the 
prevention of more..capital, investment. or, in the 

Lox 

prevention .of,. th: de md/jurables..or in what way is 
it. dragging, the econony?....What. is not ,being \done 
principally now, do. you, feel, that would,be, done 
if. we, had. had a, slightly. lower interest rate? 

MRS. MOORE: Well, it depends on the 
height. because, this, again is a factor,of. inducement. 
Your, impetus of. expansion is the, profit, motive 
and the higher the, interest. nate, the hbigher the profit 
and the higherwhatever the motive, the-margin ‘is,\those 
whe, make. ithe decisdons. in, business, woudd, negdo 
be..g.0. chat I would, think. today, the. est, corporate 
figure,on the need. would be. the best figure if 
we, had the interest. rate .lowenr, 

MR. MOORE: Might. I speak) to that,.,, I 
gather that among the. few, things in which there 
is some consensus in this field of monetary, policy 
and the. interest rate is, that, the effect of,,loewering 
the. interest rates (). has, allowed. looking at 
and (b) has meant,e section, for investment projects 
which uses a great, deal of, borrowed capital. This 


is,.of course, what your ordinary reasoning would 
lead you to belteve; that is,, buildings,. housing 
and such things, and utilities and therefore the 
lag. ig long, and that we ought to bring in some 
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meaning adding to capacity of existing’ types, 
mere capacity of manufacturing; wheA ther 


Ee ee Oe ‘ on tare Sab , 1 ma. Ja 
already adequate stock,-and illustrataint bie th 


deepening ol inv vient through arecessional. of 
perroa: as Tacher larger quantities of capital are 


used -- and this is hydro versus! thermal ..p So; 

it seems odd to us that the Peace and Columbia 

are being calculated ‘on interest rates, of St .per 
cent or 6 per cent when! in’ a period of! under=- 
utilization of all our resources one would have 
thought that 44 per cent. would be! much more 
appropriate, in which event I suggest that the 
calculations would be tipped in’ favour of capital 
intensive rather than thermal, and would have 
happened if the Burrard had been calculated at 

4s. per cent.-- Then, we have to have regard for the 
return on low interest rates as well as the simply 
lower rates of interst compared to a return of the 
investment -- especially by the price effect. Dr. 
Mackintosh asked about what was the "present": 
That was why the period was most appropriate, and 
we said 1957 forward. A long period of satisfactory 
erowth of the economy, and by the income effect 

of the lower interest rate, will enable municipalities 
to spend more out of given fixed income simply 
pecause their service costs are lower. 

THE CHAIRMAN: (You do not think they 
are spending as much as they could at the present 
time? 

MR,’ MOORE: This is a value judgment 
as to the reluctance of the municipalities to spend 
the money. 

THE CHAIRMAN: The first proposition 
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reduced that it will necessarily follow that there 
will be greater investment in plant? 

MR, MOORE: Over a period of time and 
with considerable lag in the flow of investment 
expenditure. 

THE CHAIRMAN: To follow that up and 
connect it with the quantity of money avatlable, 
your proposition is that the money supply should 
be increased to the point where interest -rates:will 
becreduced to the desired point? 

MRS £ MOORE: That: is cright. 

THE CHAIRMAN: And there should be no 
limit to the increase of the money supply up to 
that point? 

MRS.MOORE: Yes. 

THE CHAIRMAN: Go on increasing until the 
interest rates are forced to. the desired level? 

MR. MOORE: (That) is right. 

THE CHAIRMAN: That is your whole 
proposition? 

MRS. MOORE: Yes, and I am recognizing 
too there is the time lag into it, so that you get 
the effect of an increase in money supply some time 
later tham the actual increase of the quantity of 
money. You might end up increasing it more than 
you had need to. 

THE CHAIRMAN: On the other hand, isn't 
it so that during aii depression the United States 
administration increased the money supply very greatly 
at one point but it had no effect? 

MRS. MOORE: ‘This is what I tell my students 
in economics, that easy money is a necessary condition 
put not a sufficient condition, and we must not 


onfuse the two. oI don't think money: supplysalone.is a 
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sufficient condition. I think businessmen have 

to see the opportunity of making gains, and perhaps 
during the depression they did not see that 
opportunity. There were factors in the situation, 
mut I don't think this was true of the 1957 period 
md.since then. I don't think there has been this; 
shall we say, psychology in the thinking of the 
business leaders. 

THE CHAIRMAN: There is also another 
factor on interest rates -- and interest rates are 
5 per cent =-="to arbusiness which pays,income tax, 
thernet cost to the, business is only: about half that? 

MR. MOORE: The prospective rate of profit 
isc:also cut by ther,income tax, so it should be equal 
and opposite. If you:arée reducing the cost of 
borrowed capital by 50° per cent, so also reducing 
thtireturnhnby SOcperbeentishouldneffsethit. 

COMMISSIONER LEMAN: I think what we 
are referringteojindirectly now, and wesmight: as 
well do.it directly; is that there is an argument 
by a lot of people that business is rather 
insensitive to changes in interest rates for capital 
projects within certain reasonable limits. I would 
gather from your,argument you believe it is quite 
responsive =--/insthe long)run:you do feel,that? 

MRS. MOORE: I think in those areas which 
are highly capital intensive. .-In a situation where 
labour costs are the big factor, then a difference 
of 5 per cent or 6 per cent in interest rate, you 
would not expect it to be the determining factor. 

MR. MOORE: Especially when they are 
not using borrowed money. 

MRS. MOORE: Yes, if it is something 


which they have built up and allowed for expansion. 
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COMMISSIONER LEMAN: So, the sector of 
large capital investment, especially in relation 
to the use of labour, you would expect to be 
responsive? 

MRS. MOORE: I think we always have to 
look to the total picture to see what area will be 
the sensitive one. 

COMMISSIONER LEMAN: And hydro development 
would be typical of a responsive one? 

MRS “MOORE: “I-thtnk it “should be: 

COMMISSIONER BROWN: Can you give an 
example of ary capital expansion that was deferred 
or-net carried out because ‘of high -intersst rates 

inthe ‘last few years? 

MAS; “MOORE YT" I“can't “but “rf nope by “che 
time the Commission has finished its hearings it 
will have had these brought’ to them, “This came 
out*in the’ hearings in 1933. 

COMMISSIONER BROWN: That was in the 
middle of the depression. 

MRS. MOORE: “Yes, but “right now the 
unemployment is 8.6 per cent, “and in 1939 it was 
1l*per cent, and we have had it pretty high at 
Some stages since then. 

COMMISSIONER BROWN: But you referred to 
the utilities. 

MRS. MOORE: No, when we say that was 
in the middle of the depression ’--- 

COMMISSIONER BROWN: Mr. Moore referred 
to utilities. 

MRS. MOORE: Yes. 

MR. MOORE: “= But F wasn't referring 
to the dollars of expenditure; I was referring to 


= decision as to whether it would be a more or less 
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capital intensive form of generating power. 

COMMISSIONER BROWN: But-in the last 
five, years where we have had high interest ‘rates 
there has been novreluctance on the part of any 
of the utilities to borrow money for expansion. 
So,;,if interest rates were lower they:would not 
have expanded any faster. 

MRS. MOORE: Maybe some of the other 
municipalities may have -- we don't know, 

MR, MOORE: I quite agree with the point 
Mr. Brown is making,’ but Tcdon't think it-is.:the 
point, .at sissue.cd Inn't the yoointnatcissuey inv-the 
period in which you have an unutilized capacity 
and. unutilized labour forces, what “can be’done to 
entice out expenditures witlLch would aot cotherwise 
be. made? 

THE CHAIRMAN: | Dhat:cts ‘so if we -are 
suffieiently sure that that: policy.would acconplish 
your purpose, You have got to remember that other 
costs besides interest costs. are rising, and many 
others are rising faster than interest rates, because 
interest rates are not going beyond a certain point. 
Perhaps. they may: be at a ceiling, whereas other 
costs are going upicontinuously, and if you. increase 
the money» supply indefinitely for the sole purpose 
of getting the interest rates to the desired point, 
and you have no control over the other costs, which 
in-most cases are even a greater factor, are you 
going to accomplish that? Isn't that one of the 
difficulties? I.am not suggesting you are wrong. 

I am just putting these questions. 

MR, MOORE: Well, we had a floor on the 

price of bonds for some time after the war. We 


all see that was a mistaken policy, according to 
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the conditions of the time, but it suggests that 
in ‘order to get the low interest rate, to use that 
technique i¢ would not be an infinitely large . 
inerease in the quantity of money. 

THE; CHALRMAN:.: It would be.a-larger 
4ncerease»than we: have had up to the), present time, 
but you don't know howmuchilarger. until you try. 

MR. MOORE: One estimates it would have 
to bei@arger than the uncovered deficit of the 
federal government. 

COMMISSIONER BROWN: .Brazil has gone 
through a period of greatly expanded money supply: 
Has that influenced interest rates? I think down 
there they are up to about 45 per cent now. 

MR. MOORE: Yes, in the context of a 
long history of rising price levels. So,..the 
effect of interest rates is taken into account. 

You can citerCanada: sYouy;have high interest rates -- 
17 per cent or» thereabouts, which just indicates 

the ‘complexity of the subjects watter you, have -to 
address yourselves to. 

COMMISSIONER. LEMAN:. In-your. Point No. e 
you suggest that perhaps a nice rate of. increase of 
money supply would be 4 per cent per year if you 
had the autonomous money policy rather than the 
administered money policy. Granted. that the, increase 
in money supply since the beginning,of 1957 may have 
been a little jerky and uneven: The fact is, that 
the average rate during the period has been at least 
4h per cent, hasn't it? 

MRS. MOORE: Yes, it has. When I put 
the 4 per cent down I had in mind two things: That 
it is easter to expand than to contract. . My thought 


was we would increase as little as pospible,and do it 
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see, what- effect tr may: haves In‘ other words, 

am mtjuggesting we plunge in with a tremendous 
expansion -- not» into: the deep end of the pool, 
anyway, but the shallow end and walk through, 

So, there would not be this quick, rapid unknown, 
but: it would be tested as we went along. 

COMMISSIONER LEMAN: Do I gather the 
merit: you see in this idea would be the regularity 
of this? 

MRS. MOORE: The regularity, and I would 
think from the standpoint of banks and business this 
would have some of the advantages people used to 
talk about of the gold standard, of knowing: what 
was going to happen. A sense of, "We won't expect 
next. month to find the brakes have been applied 
completely or that, in fact, it has decreased." 

This would be a known and constant. 

COMMISSIONER LEMAN: Do you think that this 
regular increase, if you hit upon some periods under 
conditions where there was danger of a demand for 
inflation, that the two coupled together might 
produce under certain conditions a runaway situation? 

MRS. MOORE: I don't think you would get 
that, because you have your Bank of Canada and you 
have control. This is not something wevare throwing 
to the winds. It is letting the reins out a bit 
and still holding them in hand,» I do not suggest 
anything quite so ruthless as dropping the reins 
completely. 

COMMISSIONER GIBSON: Isn't this what 
has happened in the last, let us say, year? There 
has been a very substantial increase in the money 
supply during this period -- one of the large ones. 


Are you advocating further increase in the money 
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supply -- a further increase in this rate of 
increase -- the thing I am trying to get at is that 
interest rates have responded only to a moderate 
degree to this substantial increase in the money 
supply. The degree is a little different in the 
United States, but we live in a country with an 
exchange rate, and we have to operate with the 
Americans and everybody else. I would like your 
considered view as to whether this should be 


pushed more, or is the kind of thing being done now 


sensible? 

MRS; MOORE:~.Yes, I think the kind of 
thing being’ Gone is ovibley»eand-we would not 
expect to get thecomplete: «Hiecct,within this. short 
period of timenofca few montheyinbse 1962... 1) certainly 


recognize we are an open cconomy, and the winds 
of “international influence blow through, either 
for good or bad. 

COMMISSIONER MACKINTOSH: But you don't 
recognize that in your reasoning. The bank which 
is charged with running or administering monetary 
pelicy has to look over one shoulder at the debt, 
and over the other shoulder at the international 
balance. 

MRS. MOORE: Yes, that is true. 

COMMISSIONER MACKINTOSH: And there is 
no presumption that a year-by-year increase. of 

35. theinSe per cent -- whatever you think is 
desirable. -- will) fit into the exigencies. 
It would be nice to be autonomous, but we are not. 

MR. MOORE: I don't think you can have 
it both ways, and if we want all the benefits from 
our free interest rate, perhaps we should say the 


bank should not look over its shoulder because of 
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international complications. Let adjustments come 
as they may if we are going to take autonomous 
monetary policy as advocated by the main advocate 
of it. ‘Then you have to pretty well take it ail, 
or part of it. 

COMMISSTONER MACKINTOSH: What do you 
say about debts? 

MR, MOORE: Where you have a distribution 
between longs and shorts? 

COMMISSIONER MACKINTOSH: The whole area. 
Suppose your government deficit won't be financed 
by a 4 per cent increase? 

MR. MOORE: The question is whether it 
could be viewed at an appropriate rate of increase. 

COMMISSIONER MACKINTOSH: Appropriate 


4, 


to what? 


ot 


C3 


MR. MOORE: Whatever you chose -- 4 per 
cent or 5 per cent. If you started from a period 
when you thought things were pretty much in 
imbalance, that is, the quantity of money, the 
rate of growth and economy, and fairly stable price 
level, and then you begin your system of saying that 
we cannot catch the turning points; we want to 
restrain because of excess aggregate demand inflation, 
but in late 1956 we-went to’ do that and then the 
monetary strings were held onto ‘too long -- we don't 
really know. Even if we catch’ the change we cannot 
catch the magnitude of the change and therefore we 
will try to be neutral, run at X per cent every 
year and let it go. If you are’ doing that, you can't 
also be trying to influence what is happening in 
the money market. Obviously, you have given it 
away and adopted an automatic policy. You have to 


do it with a free flowing exchange rate and let that 
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bring a balance of whatever it may be, or find 
a priceowhich strikes a*balance into your 
international account. If you then run into a 
situation such as you, suggest, sir, that the 
government was running a large deficit and simply 
could not float its bonds without a larger quantity 
of money -- increase of money in that year -- the 
autonomous monetary policy would have proved it 
could not handle the situation. But certainly 
the school of thought --- 

COMMISSIONER MACKINTOSH: The Governor 
of the Bank ought. to tick the Minister-of.Finance 
eff? 

MR. MOORE: We have tried the policy, 
and those who advocate the policy, including 
myself, are confident it would be able to after a 
period of adjustment, but certainly if it could not, 
then, that particular method would have met a 
resounding defeat: 

MRS. MOORE: When. we look, back over.the 
post-war period we were not worried about deficits 
in 1956, so that if you did let your economy get 
on with being prosperous you would not have to 
worry about the deficit. 

COMMISSIONER MACKINTOSH: Yes, but don't 
assume these fluctuations are home-made. There 
were alot of things that happened in’ 1956 ineluding 
a very substantial shift in terms of trade as 
between countries exporting raw materials and so on 


and those exporting highly manufactured goods 


which profoundly affected our position. 
MRS. MOORE: Yes, that is true, sir. 
COMMISSIONER MACKINTOSH: I am not arguing 


against your proposition, but it is’ not as casy 
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administratively as it is madefut to be. Perhaps 

I am a bit averse to making ae problem simple by just 
ruling out the difficulties and being arbitrary about 
the difficulties in the surrounding area. 

MRS. MOORE: That it rigre. 

COMMISSIONER MACKINTOSH: I have nothing 
further on that point. 

THE CHAIRMAN: Well, will we go on to the 
next point? We are now at No. 3. 

COMMISSIONER MACKINTOSH: No, it seems to 
me Point 3 is just an argument for re-defining savings 
accounts in the banking system and putting them in a ne 
category as far as reserves are concerned. JI do’ not 
quite follow all the reasoning but the objective is 
one that merits attention. I think there are perhaps 
some points in 4. 

THE CHAIRMAN: No. 4. 

COMMISSIONER BROWN: I will start off No. 

4, Mr. Chairman, by just asking one question: Why? 
Why should residential construction be insulated From 
credit control? 

MRS. MOORE: Well, when I look at my graphs - 
and these were taken from Central Mortgage and Housing 
Corporation -- when you look at housing iiis used ina 
sense as a balance wheel towards running the economy 
and it does not quite seem to me that the type of place 
the citizens of the country live in should be used. 

Our housing should not be determined by the state 
of the business cycle, shall I say. 

COMMISSIONER BROWN: Why not? 


MRS. MOORE: By the net family formation 
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or some such basis as this. 

Well, let us just look at the graphs and 
look whore the interest rate is now and look what 
happened to it when it went there. 

COMMISSIONER BROWN: I agree with your 
thesis that if the NOWaAS raté is not high enough 
it won't attract capital for housing. 

MRS. MOORE: The bottom fell out of it 
but then look what happened to it. Look where they 
put it up to to protect us. At the time when 
the corporate and the long loan rate of interest 
was highest how it has gone to a peak but N.H.A. 
went to a plateau and this is something that the 
home buyers are being saddled with and this then, 


I presume, becomes a value judgment as to whether 


aE 
you think As an important enough problem to the 


entire population that it should be taken out. 
Wehave used it as far as I can see as much as we 
can now. The interest rate is at the point where’ 
it is no longer useable as a balance wheel in the 
cyclical manoeuverability. I should think insulation 
at a rate which was part of the long-term growth 
factor because it will grow then in relation to the 
poplulation growth, income growth and will become 
part of an overall growth within the economy which 


is what I think it should be and this is the 


short-term -=-- 


4 


THE CHAIRMAN: Your idea is that it 

should be a steady growth rather than fluctuating? 
MRS, MOORE: Yes, I think it should become 

that but not when you have to’ cut down the growth 

when it became too great... Growth cannot be 

cut down if we keep up the ability to grow. ‘eop.le 


keep on getting married and the population keeps 
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growing. 

MR. MOORE: «I.think your. answer.has. to 
be that there has to be insulation in the residential 
bulging.) but, that.here.there,is unsatisfactory 
economic growth which apparently is going to go on 
for some time. that has a social value judgment 
and. that is essential to your argument. 

THE CHAIRMAN: Well, under 
the conditions I would not think a reduction in. the 
interest rate would have. too much effect. The cost 
of. building is going up. 

MRS. MOORE: I imagine what it+«would 
amount.toeventually would, be. that.it would be a. subsidy 
to.enable.that,;to happen, and then.[I.suppose we would 
ask the. question: Well, this;is.an.appropriate 
place, namely the homes of the citizens of the 

country to apply a general subsidy. 

THE CHAIRMAN: It is impossible to have 
everything neat and tidy because there are changes 
coming about. 

MRS. MOORE: Nothing is neat and tidy 
in the economy. 

THE CHAIRMAN: Not where it is a growing 
economy. 

MRS. MOORE: It is tidier in a growing 
economy then in an unstable economy. 

THE CHAIRMAN: I do not think it is. 

That is one of the difficulties that there are 
periods when it has to settle down once in a while. 

MRS.MOORE: Well, this is. the main point. 
You always run into problems if you start thinking 
of the question of economy because there are allowances 


for taxation etc. 


COMMISSIONER BROWN: I agree with you, 
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You make an assumption and I say why do you use 
it isolated from the effect of monetary control. 

MRS. MOORE: When I look at the graph 
and see what happened to it when it has not been 
isolated from it I’ think’ it’has, shall’ we say, 
gone as far as it can go in the present time and 
then the alternative is this insulation problem 
which does involve a certain amount of subsidy. 

COMMISSIONER LEMAN: Well, Mrs. Moore, 
just for the sake of argument let us accept the 
desirability of being objective, do you mean you 
would insulate cniy the buyer from the effects of 
monetary control or would you also insulate all 
who have anything to do with the construction 
industry, including big suppliers and merchants? 

MRS. MOORE: Yes, I know What you mean, 
Mr. Leman. I live in the suburbs and I watch 
these ‘reduction plans going into operation, the 
digging of basements, cement and so on, It is 
really quite an assembly line production in Toronto 
in’ the suburban area. 

THE CHAIRMAN: You do not have to go 
as far as Toronto to see it. 

MRS. MOORE: No, it is in’ Burnaby too. 

THE CHAIRMAN: Well, I can see the point 
of it but if you are going to insulate this group 
what about the matter of the contractor or anybody 
else. 

MRS. MOORE: The house won't be built 
if they are borrowing at this higher rate so that 
the home owner won't be able to pay it at the lower 
rate because they have not been able to get the 
mortgage funds to do so. 


COMMISSIONER LEMAN: Well, I am suggesting 
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that it is an extremeley pervasive industry , 
it fits a lot of sectors ofthe economy? 

MRS. MOORE: This is why it is in the way 
it has been because it.is in the urban areas. 

COMMISSIONER MACKINTOSH: I am not very 
familiar with this field but I suspect you will 
find that the taxes. on these houses are not ‘provided 
by the little home owner; they are provided by 
the speculative builder who builds for sale and 
it is those home owners whom vou would have great 
difficulty insulating unless you took over residential 
accommodation first? 

COMMISSIONER LEMAN: Family formation 
and house construction has, quite an- impact also on 
a plant's sales? 

MRS. MOORE: Oh, certaindy\ 

COMMISSIONER LEMAN: So at is the right 
to insulate here, if you want. Mr. Brown asked 
you why. How about the "how" now? 

MRS. MOORE: You see, in Canada, we never 
developed buticung-Loan-societies because of the 
naturne.of the financial structure} i nitshasegrewn up, 
the savings often were used in long-term, the same 
way as they have in other countries and I would be 
hopeful that a fact such as that suggested in 
No. 3 would result in building a loan society 
and some specialized type of institutions going up 
and that some of the funds would become available 
in the long term, savings funds that become available 
in this long-term investment. 

COMMISSIONER LEMAN: At this ideally 
fixed interest rate you have in mind? 

COMMISSIONER BROWN: . Why would they 


invest their money, Mr. Chairman, when they can 
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1 get a better rate of return elsewhere? 
2 MK ¢*# > You see, you have to couple 
3 the two proposals together and that is (1) that 
4 you get specialized financial institutions which 
: Specialize in the long market and mainly invest 

in mortgages and that is your building and loan 
: societies but if you want to stabilize the rate 
7 of interest below the level it would find itself 
8 in the particular market, then you have to bring 
9 in your social values such as subsidies, with someone 
10 picking up the difference between what would be 
1 the market rate and the price paid by the purchaser. 
is This was” our thinking~on that? 

MES... “MOORE: “When you" think: ormit, tigs 

13 

is one of the ways out. 
= THE CHATRMAN:*- If*you subsidize the 
15 interest then the costs go up beyond the subsidy 
16 of the interest. 
17 MR. MOORE: Again you have to have 
18 regard to the conditions of the period and I am 
19 Saying that her proposal is addressed to the conditions 

prevailingstnee mid-1957 and I think she expects 
ag will continue for some’time yet and therefore 
a I do not think she would have advanced this for 
22 conditions of 1947 or even 1950 and 1951 er perhaps 


23 even 1955 and 1956. 


24 THE CHAIRMAN: Shall we go-on then 
m5 NO 

| MRS’ MOORE: I am Hoping, sir, that in 
26 | 

| the course of your deliberations that others will 
27 || 

| be spurred on to a more thorough analysis and may 
- j 3 } lal t pretend 

come up with other answers too, 6 Net prexre 

29 to have, shall we say, finalized thinking in this 


30 field. 
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THE CHAIRMAN: This is very interesting, 
Mrs. Moore. .Thepoints that you have raised are 
the sort of points that we have to face and we are 
obliged to you for doing so. 

MRS. MOORE: 

Now, No, 5 in a sense makes me very 
sad because I am at heart a rugged free enterpriser 
and to suggest that the,individual be anything but, 
shall.we say., not..the first. port,but,,first,,into 
port is not something that I would hope. for but 
I am not at all happy with what is happening in 
the consumer credit field. 

Again going back to what Mr. Leman 
pointed out on durables that you are today used 
to thinking,of in. the, Calgary. area and,the, Burnaby 
area where whole great farms are taken in a matter 
of months and houses literally sprouting, out of the 
ground with the owners. buying stoves and 
refrigerators and washing machines, sometimes 
deep freezers and things like this and go either 
to the discount houses along the way or to any 
of the other retail outlets when they purchase 
goods. Although they have contact with their 
local branches: "Well, may I borrow this money 
for. this sort. of thing?".,. Or, te, samba then seller: 
"Well, how much does it cost?" and,they say, "Well, 
including the interest rate it costs this much 
per month" and: "Well, I cannot,make that monthly 
payment" -- "Well, we will.stpetehthe monthly 
payments a little longer for you, can you make 
this?" --."Yes I. can". I was very unhappy about 
this situation and it seemed to me in 1947, 1948 
and 1949 when our unemployment figure was away 
down, around 2 per cent, not much above it, and 


these contracts were running for maybe. a couple 
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of years with the risk unfortunately of both 
people not being able to pay, not in the order of 
24 per cent, 

THE CHAIRMAN : Did it ever occur to you 
that they might Save the money? 

MRS. “MOORE? Oh yes sir, it Occurred to 
me -and I am not sure that it occurred to them and 
I do not know whether the economy would fave been 

er off if it had because it would have had an 
adverse effect upon it. 

THE CHAIRMAN: Maybe not, but if people 
want to buy goods on payments there are certain 
reasons attached to it. 

MRS. “HOORE | Yes y bute 242penvcent (a6ir49 
this is high. This was the thing. It seemed to 
me that in a country of independent people such 
as ours that we ought to be able to -- and there 
are even private institutions which should have 
been able to bring the interest rate down but 
to those who have gone into the field it is 
surprising how little competition there has been. 

So that where the competition has come it has 

come in monthly payments: "We can let you have 

a longer period or a lower monthly payment". 

This has been in economics really the reckoning 
Reeth thather than the cost of money and I think 

the consumer in many cases, when you have said 

to him: "Do you realize you are paying 15 per cent?" 
has said that he realizes it but nevertheless 

goes ahead with it. 

THE CHAIRMAN: That is a problem we 
are faced with, I appreciate that. 


COMMISSIONER LEMAN: Mrs. Moore, we were 


shown by the credit unions in British Columbia thet 
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1 interest rates on relatively small loans could be 
2 lower but they have a particularly advantageous 
3 way of operating it in the sense that their 
4 costs of loaning and collecting are quite low, 
P they do not pay much in the way of salaries and 
there is a lot of personal devotion going through 
: all this. Do you have any idea what the administrative 
: cost is on small loans? What do you think would 
8 be a reasonable interest rate? You are not 
9 suggesting it should be 5 per cent? 
10 MRS. MOORE: No sir, I am not. I agree 
11 wien You, I”-notice in the Small Eoans Act, for 
12 example,an item of $300, when you think of the 
person who has to borrow $300 and he pays 2 per cent 
ms per month -- this is the ceiling -- then it seems 
sy to me that a person in that position, the interest 
15 charges must be a very heavy burden upon him when 
16 he isinthat position and I grant you that it 


probably costs him as much to service a $300 one 
as it does a $3,000 one but I think one needs to 
have a good deal more data on this before one 
could do a cost analysis. I am sure the honourable 
gentlemen will be asking this in the course of 
their deliberations. But it is an area which 
affects such a large proportion of the Canadian 
population. 

THE CHAIRMAN: Well, we do intend -- and 
I understand we shall have briefs from institutions 
of this kind and this is one of the problems 
we expect to go into very thoroughly. 

MRS.MOORE: My thought of having 
this government operation was simply this, that 
the risk is sizeable you look for the general 


basis upon which to put it and this seems to be 
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if there has not been inducement in the proper 
field that perhaps this is the place where it should 
go. Maybe this would be the other inducement to 
the government to see that employment stays at a 
low level. It is automatically tied in with 
business failure and loan failure. 

THE CHAIRMAN: Well, we are very much 
obliged to you, Mr. and Mrs. Moore, and we assure 
you that we found it a very interesting discussion. 

MRS. MOORE: Thank you very much. 

THE» CHATRMAN? ) Do not take? us: too 
seriously when we may have appeared to have been 
Sitting on the other side of the fence all the way 


through, 
MRS.‘ MOORE: **Thank -you“very »much 


THE CHAIRMAN: That is our general 
practice. 

MRS. MOORE: Thank you, sir. 

THE CHAIRMAN: We shall now adjourn 


for 15 minutes, 
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SUBMISSION OF MR. JOHN R. 


HORNE-PAYNE 


THE CHAIRMAN: Mr. Horne-Payne, we have 
all read your brief with great interest, and I do 
not think it is necessary to call upon you to 
read it verbatim again for us, but no doubt there 
are members of the Commission who will have questions 
which will lead into a discussion. 

MR. HORNE-PAYNE: Thank you. 

THE CHAIRMAN: Is that satisfactory to you? 

MR. HORNE-PAYNE: Certainly, sir. 

THE CHAIRMAN: Unless there is a 
statement you have first? 

MR. HORNE-PAYNE: The only thing is, 

I would like to say I owe all the Commissioners an 
apology in that I have been away for about a month 
and this is the first time I have seen the brief 
for about a month, and I realize it is very badly 
constructed in many ways, but I did not have the 
time to do the research I would like to have done, 
and I have treated the thing in the broadest 
possible manner, and I hope it will be treated very 
broadly. 

THE CHAIRMAN: I suppose, perhaps, the 
best way to approach this would be to go through 
your various points and start with your conclusions 
one by one. Would that be satisfactory? 

MR, HORNE-PAYNE: Certainly, sir. 

THE CHAIRMAN: The first relates to the 


organization of the Bank of Canada, I think we will 
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treat that as one whole subject matter and questions 
might be asked on any of the subsidiary points. 
COMMISSIONER GIBSON: Mr.Chairman, 
would it be permissible to ask a few questions 
about the introduction first? 
THE CHAIRMAN: Yes, 
COMMISSIONER GIBSON: Mr, Horne-Payne, 
I was interested in the comment you make at the 
bottom of page 3 in the introduction in which you 
say: 
"All forms of inflation 
have their origin in monetary inflation 
but a restricted money supply, with 
resulting high interest rates, can only 
check cost inflation through creating 
unemployment which it influences." 
The text of that statement, the preceding 
paragraph, is the strong upturn in 1955 to 1957, 
and what I would like to ask you and get your comments 
on is, was not this period of 1955 to 1957 a capital 
investment boom? Indeed, you do so describe it? 
MR. HORNE-PAYNE: Certainly. 
COMMISSIONER GIBSON: In a period of high 
employment? 
MRvc ThORNEXPAYNE 3° t Yess 
COMMISSIONER GIBSON: In those circumstances 
wasn't it desirable to check excessive demands for 
resources, both human and material -- indeed, to 
have some form of policy which would check the 
investment boom to a degree? 
MR. HORNE-PAYNE: Well, the answer 
to Mr.Gibson, is this: That during that period, 
I agree it was most definitely a capital investment 


boom, but for quite an appreciable period before -- 
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it came to an end in 1957 -= there were marked 
signs of deflation and demand which I would probably 
describe as a beginning of price resistance. So, 


to apply a restrictive monetary policy in the 


particular-cirecumstances wherein you had a very, 
very large capital inflow, then the restrictive 
monetary policy and;its effect.of keeping interest 
rates high, if anything, encouraged the capital 
inflow, so that it did not-in any real way restrict 
the investment boom, and the investment boom surely 
was coming to an end automatically, as all such 
booms. After all, it has been the history of 
Canada, I think, that we have gone ahead in huge 
lurches and over-invested temporarily, and it has 
automatically come to an end, and we have had to 
wait for a long period for demand to catch up with 
increased productive capacity. Tight monetary policy 
certainly will restrict and eventually bring to an 
end the investment boom, but at the same time if 
demand is meeting price resistance, which has already 
started, by then, then a tight monetary policy 
tends to increase costs. I maintain our form of 
inflation at that time was cost inflation and not 
demand inflation. That was my main criticism of 
thertight monetary policy at that time. I don't see 
how a tight monetary policy can have very much 
effect on costs unless it is, also a fiscal policy 
at the same time, 

COMMISSIONER GIBSON: .I realize the 
dilempe you point out about the attraction of high 

tes for funds coming into the country, 
but, nevertheless, it would seem to me at least 
a good part of» the period from 1955 to 1957: was 


like the sort of period of boom which you retex 
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to later in talking about the Keynes approach 

where some form of credit restriction and higher 
interest rates for long-term capital would be 
appropriate, There is the inference here that this 
credit restraint in this period may have added to 
unemployment and, as you say here, you refer to 
cost inflation and talk about the creation of un- 
employment later on, and it would seem to me --- 

MR. HORNE-PAYNE: To be quite honest, 

I don't understand how monetary policy is really 
very applicable to cost inflation. Certainly it 
can choke off demand very quickly if it is drastic 
enough, 

COMMISSIONER GIBSON: But you would not 
argue that restraint in a time of boom was going 
to create net unemployment? Isn't the theory that 
if you chop off the demand when it is excessive 
you will probably have a stage of re-adjustment 
after the boom? 

MR. HORNE-PAYNE: That is my point. I 
don't consider that at that period the demand 
ever really ° excessive. 's certainly had -- 
and, go back to the Korean period, and we had a 
very obvious demand inflation, artifically created 
by fear. 

COMMISSIONER GIBSON: Perhaps it was 
not excessive across the board, but there was 
certainly a shortage -- at least, some of the 
construction materials were rising quite rapidly, 
and labour rates were going up rapidly in this 
period, which are indications of shortage of resources. 


MR. HORNE-PAYNE: But your high interest 


rates resulting from the restrictive monetary policy 


had the effect of restricting capital inflation, 
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which was primarily an investment boom, 

COMMISSIONER GIBSON: At the same time 
this is out of keeping a bit, that the rates were 
based on a Keynes approach. 

MR, HORNE=PAYNE: It may be a little. 

I think Canada is in a very difficult position and 
almost always will be on an occasion such as that. 

COMMISSIONER GIBSON: Could I carry on 
in a similar vein a little on these general questions. 
In talking about monetary policy I get the feeling 
that your emphasis is on working through short 
interest rates: Is that the correct feeling? 

MR, HORNE=PAYNE: Yes, because that is 
the main effect of all monetary policy, I think you 
will agree. It is bound to, be on the short rate. 

COMMISSIONER GIBSON: But this comes 
back to the point I was raising before: Do you 
think monetary policy should concern itself quite 
seriously with long rates when you have a capital 
investment boom? 

MR, HORNE=PAYNE: Yes, it should, It 
should, but I think it should do so through the 
short rates. 

COMMISSIONER GIBSON: Having done the 
right thing on the short rates, the long rates 
will \fall ‘ine ine? 

MR, HORNE-PAYNE: Exactly. I think 
there is a good illustration of that recently in 
the United States where they have endeavoured to 
tackle the long rate and they are trying to maintain 
a high short rate to discourage capital outflow, 
and at the same time to encourage the long rate, 
and it is not working out very well. However, at 


the same time I would like to point out while I 
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describe the Keynes theory, to some extent the 
point I am trying to make is that the problem of 
the Bank of Canada was not so much that, as to 
show it was not co-operating with the government, 
That. was my main point. 

COMMISSIONER GIBSON: Yes, I realize 
that. 

MR. HORNE-PAYNE: That the Bank policy 
and the government policy appear to be in conflict, 
and I think that is a rather impossible situation, 

COMMISSIONER GIBSON: On the general 


trend of developments again, and going on through the 


introductory section, on page 5 you make the point 
that monetary supply increases rapidly but interest 
rates remain inexplicably high: This is from 1957 
bo el961)? 

MR, HORNE=PAYNE: That is right. 

COMMISSIONER GIBSON: Although you point 
out later there were times when short interest rates 
were quite low in that period. 

MR. HORNE=PAYNE: They fluctuated 


enormously. 


COMMISSIONER GIBSON: Yes, this is what 
I would like to get at. Is this phenomenon inexplicable 
to you, that interest rates should have remained so 
high when there was an increase in monetary policy? 

MR. HORNE=PAYNE: I don't say it is 
inexplicable, but I think it is a strange circumstance 
which should not take place, because whether you 
wish to reflate or deflate over a period of time, 
whichever the period is -- say, you wish to deflate, 


there is not much point in trying to deflate and to 


have at the same time over that period minimum rates 


of interest and vice versa. If you are trying to 
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1 inflate at that time there is n¢& much point in 
2 having maximum interest rates, 
3 COMMISSIONER GIBSON: I think many people 
- are rather concerned that things have not altogether 
behaved as they ought to have in the last four opr 
3 five years, but we have to try and explain it, and 
6 I was wondering what you thought some of the 
7 explanations were of this rather perverse situation. 
8 MR. HORNE-PAYNE: I feel the Bank of 
9 Canada has not -- largely because we don't have a 
10 bank rate in the accepted use of the word -- a fixed 
bank rate which tells the whole country what the 
. policy is, and the whole country, if it is sufficiently 
2 drastic, has to respond to it, and the Bank of 
13 


Canada appears, in my view, to lack the authority 
14 it should have. At the same time, what authority 
15 it has had it seems has been exercised in a manner 
16 which was in conflict with the government policy, 
7 and the. two things don’t’ fit, 


COMMISSIONER GIBSON: You think the 


; substantial variability in monetary conditions, the 
_ lack of a definite signal and doubt in the minds 

_ of the financial community of public -= that these 
21 were all factors inthis somewhat perverse position? 
z2 MR.HORNE-PAYNE: I think they all are. 
23 COMMISSIONER GIBSON: How about the fear 


24 of inflation? You do rather directly refer to this 


95 in places: Is there is a long-run problem here? 
MR, HORNE-PAYNE: I made the statement that 
you have already pointed out, that in my view all 
" forms of inflation bring essentially -- originate 
28 


in monetary inflation, but when you have advanced 
29 cost inflation, from which I think we are still 


30|| suffering, then, to try and contain that through monetary 
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policy alone is rather like shutting the stable 

door after the horse has gone. With demand inflation 

it is somewhat different, because there monetary 

policy can be very effective quickly, but I don't 

see how it can do more than influence cost inflation 

which should bé dealt with, and I think must be dealt 

with in completely different ways -- certainly 

sympathetic monetary policy. But, cost inflation, 

if you get down to the bottom ofit all, is a 

question of finding some means of influencing 

the two main elements in cost, which are wages 

and taxes, and neither of those can be very 

effectively dealt with through monetary policies. 
COMMISSIONER GIBSON: :Butryou would 

agree that at any given time where there is 

inflationary background it is part of these two 


conditions, it is never 100 per cent one or the 


ebhen? 
Ib-PAYNEs .Sifyel cagree: 
GLBSON:, Andyrthat the two 
arervelatet evenethouyannot unoticeable, 


MR.HORNE-PAYNE: You take that time roughly 
from 1957 on or that demand inflation which we had 
before the end of 1957 and there was a marked 
falling off. Looking back I. now attribute it 
tocthexbéginning of price resistance. At thé 
we had discussed inflation and had a monetary 
policy been adopted to deal withsthe thing /it wa: 
beyond it because costs are not dependent on 
monetary policy, other than through interest rates 
but the cost of interest is a relatively minor 
thing, I admit that, in cost. 

COMMISSIONER GIBSON: In coping with 


cost inflation would you believe that the monetary 
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1 peliey had, let us say, a supporting role to play’ 

2 MR. HORNE-=PAYNE: Inca manersway. I 

3 docnotsthink anmonetary policy: can subscribe a 

‘ great° deal to cost inflation, But it must be 
sympathetic to any effort that the government makes 

. to “cohtrol+@ost! inflationk 

° COMMISSIONER GIBSON: I find myself 

7 in some state of confusion on this because 

8 it seems to me a lot. depends on what the state 

9 of inflatiom as at any given time. . Lhene is always 

10 some: thei of demand and cost in ut. One feeds 

+ on the other, certainly cost inflation feeds on 
demand inflation. 

e MR. HORNE-PAYNE: Well, Mr. Gibson, 

red at that time, as has been pointed out, it should 

14 have’ been fairly clear that cost inflation was 

15 | the major problem at the time. In 1957 we had 

16 had a substantial industrial activity which related 

17 back to this cost inflation. The only prices 

18 which were noticeable were in industrial commodities, 
things such as cement and lumber and things like that. 

19 


Pricasecénerally were highs) Surely all»those are 
indicative of cost inflation. 
COMMISSIONER GIBSON: Would, you care to 


say anything about how one could go about curing 


cost inflation? 

MR. HORNE=PAYNE: I think the normal way -- 
wenaré havinenea fairly good illustration of.that-in 
Great Britain coming about today. The way to deal 


with that is through taxation and labour policy 


which are certainly nothing to do with the 


monetary policy, nothing to do with the Bank of 
Canada, in other words, 


COMMISSIONER GIBSON: Joining the common 
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market too, 

MR. -HORNE=PAYNE: Such things as 
encouraging immigration and things like that have 
a great effect on cost inflation although it is 
unpopular, 

COMMISSIONER» BROWN: Would a different 
monetary policy at that timehave had any effect. on cost 
inflation? 

MR. HORNE=PAYNE: Well, I think, Mr. Brown, 
that an opposite policy might have achieved, in other 
words, a more liberal monetary policy and particularly 
directed at bringing down inflation, I think may have 
had some effect. This would have affected the exchange 
rate although I have observed that the increase in 
exports percentage-wise is almost exactly the same 
as the percentage benefits in the exchange. I think 
the evidence is that it is running now about 3 per 
cent over a year ago. We did have about a 3 per cent 
benefit from the exchange but I think the interest 
rates might have helped to get our exchange premium 
down and from discouraging capital inflow, It would 
not have forced it but it would have helped in 
that direction. 

COMMISSIONER BROWN: How about the relation= 
ship between Canadian interest rates and American 
interest rates at that time? 

MR. HORNE=PAYNE: That is exactly the 
point I am bringing out. We maintained a high interest 
rate in Canada at the time which was a source of 
most of the capital inflow and while that affects _ 
short-term money, nevertheless, even short-term 
capital inflow has its effect on the money supply. 

I know in making that remark I am at 


odds with the late governor of the Bank of Canada, 
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Mr. Coyne, who said that capital inflow had no 
effect on the money supply. I disagree with that 
very, very greatly because a very substantial part 
of the capital inflow were funds borrowed in New 
York and those funds were spent on capital equipment 
which were perhaps not repayable for 20 years: 
A great illustration of this was the pipeline 
buiiding which was a great part of the capital 
investment. It was bought in New York at lower 
interest rates. This was then spent abroad in 
buying pipe and capital equipment etce., and those 
debts were not repayable for anything from 10 to 
20 years. In that case it is the same thing as 
going out and spending money, it is a new supply 
of money so it does affect the money supply. It 
in other words, be cancelled out when 

the debt was repaid abroad, say, in 20 years’ time. 
If you bring goods into a country, particularly 
capital goods, which have been paid for, surely 
that is synonymous with having a larger quantity 
of money to spend. Mr. Coyne would have been quite 
right if he had said that eventually it would 
affect the money supply. He would have been quite 
right because eventually Canadian money has to be 
repaid to redeem those loans. If we had a lower 
interest rate prevailing here in Canada then I 
think there would have been a better chance of 
this capital investment having been financed in 
Canada, which, from a national point of view, 
would have been to our advantage because in that 
case the United States would not control so much 
of our capital as they do today. 

COMMISSIONER GIBSON: I do not see, Mr, 


Horne+Paynel, that the influx of capital necessarily 
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affects the money supply. It seems to me that 
it might alter its composition but that it might only 
affect the money supply if the central bank was 
dealing with it. There have been times when influx 
of capital has “Yea the central bank to increase 
the money supply but the influx has to be turned 
into Canadian money way or another, 

MR. HORNE=PAYNE: Eventually. 

COMMISSIONER GIBSON: No, immediately, 
very shortly. It is very usually the sort of in 
of which we have been talking connected with capital 
investment either bought by Canada or put into 
Canada's direct development by equipment which has 

to eredit: om dmeroved) goods and’ which may have 
tobe turned into’ Canadian. money. 

MR. HORNE-PAYNE: Eventually: . 

COMMISSIONER BROWN: Immediately. If 
a lot of pipe is imported from the United States 
into Canada --- 

MR. HORNE-PAYNE: No, not if they are 
paid for with American dollars bought abroad, 

COMMISSIONER BROWN: If Canada bought 

\lars) on the market... 50 
are putting up these dollars and’ these dollars 
are used to pay for these goods: imported into 
Canada.There is no increase in the Canadian money 
supply but you have the use of that foreign 
money « 

COMMISSIONER GIBSON: There is no doubt 
you are importing actually goods but there is no 
change in the money supply. 

MR. HORNE-PAYNE: No, I agree there is 
no actual change in the actual money supply for 


the moment but I take it if you have $100,000 in 
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your bank personally which is your money supply --- 

COMMISSIONER GIBSON: That is a nice 
idea, 

MR. HORNE-PAYNE: And if you borrow 
another $50,000 down in New York over a 10-year 
period you do not pay for that until 10 years but 
you spend that $50,000 on buying capital equipment 
and bringing it in and therefore your money supply 
has benefitted immediately by that $50,000 you 
borrowed. 

COMMISSIONER BROWN: No, I do not see it. 

COMMISSIONER MACKENTOSHn¢ Yow-are saying 
really, that there has been an increase in national 
expenditure, an increase “*n building? 

MR. HORNE=PAYNE: Yes, that is right. 

COMMISSIONER MACKINTOSH: But not 
necessarily in the money supply. 

MR. HORNE=PAYNE: Not in the money 
supply as we know it by the cash and deposits in 
the bank. 

COMMISSIONER BROWN: It has not had 
any inflationary tendency. 

MR, HORNE-PAYNE: Well, yes, because 
the importation of those goods is a capital 
investment which helped to create the capital 
investment beginning which was inflationary. 

COMMISSIONER BROWN: The inflation would 
come from perhaps the labour expendable in Canada 
but not the capital goods themselves? 

MR.HORNE-PAYNE: No, the capital goods 
themselves are not inflationary because they are 
productive of things. 

COMMISSIONER BROWN: So surely, Mr. 


Horne-Payne, the short run benefits are because 
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you have more goods in your economy than you 
otherwise would have had and therefore improve 
the demand to a greater degree, 

MR. HORNE=PAYNE: Perhaps I can put 
what I have in my head in a different way. Say I 
were to stop’ this capital investment boom! thai 
had really drastically increased the money supply. 
Actually, the money supply was increased all the 
way through but you could borrow private money 
abroad and you were not going to stop the capital 
investment boom, were you? Now do you see what 
I am trying to get at? Whereas had through 
the same liberal monetary policy industry rates 
been kept low and particularly lower than in New 
Yook then I maintain we would have financed more 
of our imaustry in Canada, there would not’ have 
been the same encouragement to go abroad for 
funds and to that extent the capital equipment boom 
might itself have been restricted to some extent. 
But nevertheless all this, if I may suggest it. 
is not exactly what I was trying to get at in the 
brief. I was hoping to bring out the fact that 
the Bank of Canada's policy was in conflict with 
government policy. That is what I am trying to 
point out, I think government policy was at the time 
trying -= and I believe correctly -- to try to stimulate 


demand, 


COMMISSIONER BROWN: Was this an announced 


government policy? 


MR, HORNE-PAYNE: Well, prior to both 
elections I think I am right in saying that the 
Conserve ive ‘y said that they wished to bring 
down 4A4 ‘rates presumably with a view to 


encouraging demand. 
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1 COMMISSIONER BROWN: If I may interject, 
2 at that time they were not the government. I am 
3 asking if there was an announced government policy 
r to this effect? 
MR. HORNE=PAYNE: No, I do not. think 
: there was but I think we will have to assume that 
6 if a government in an election expresses certain 
7 policy we assume that is what they intend to do. 
8 COMMISSIONER BROWN: That is what Mr, 
9 Bennett said. 
10 COMMISSIONER.MAGKENTOSH: .«Might I ask 
i" a ouestion on another point, Mr. Horne-Payne, 
with regard to the organization of the Bank of 
- Canada. Your proposal is really that an economic 
is council should be substituted for the Board of 
14 Directors, that the present board should be 
15 abolished. 
16 MR, HORNE-PAYNE: I think Canada needs 
17 an economic council of some description and it.seemed 
18 to me that the Bank of Canada or,the .- rs of 
Bank of Canada would be a very easy and sound 
way of providing one permanently. Governments change 
20 from time to time and we might have a government in 
21 that does not want an economic council for.some 
22 reason or other but if there was such a thing 
23 provided by the Bank of Canada then it would be 
24 permanently at the disposal of the government and 
95 the nation as a whole and it seems to me that the 
highly qualified directors of the Bank of Canada are 
* performing that function very usefully. Lt would be 
a departure from what has happened before anyway, 
28 I admit that, but it is one way whereby, it seemed 
29 to me, the country could be provided with the highest 


30 possible quality of economic and financial advice. 
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COMMISSIONER MACKINTOSH: = Your proposal 
does not go so far as to suggest that the direction 
of the Bank should be transferred from a governor 
to a management committee, so to speak? 
MR.HORNE-PAYNE: Well, indirectly I suppose 
it does, yes. Yes, it does really. I did not put 
that in but it does in effect mean that the directors 
would have to be directors in the fully accepted 
sense of the word. 
THE CHAIRMAN; And the governor would 
be the servant of the board of directors, 
MR. HORNE=PAYNE:. The governor would be 
in the same position as the chairman of a board of 
directors. 
THE CHAIRMAN: And the economic council, 
what sort of personnel would you envisage? 
MR, HORNE=-PAYNE: Well, I suggested -- 
and I am:sure there are many: valuable --- 

THE CHAIRMAN: “You are not suggesting 
they should all be economists, are you? 

MR. HORNE=PAYNE: No, I’ certainly am not -- 
far be it from that, especially: the present professorial 
type but I think there should be one or two leading 
economists, people highly practiced with experience 
in financing and banking, a combination of all those 
qualities and those people, they are now in Canada. 
Whether they could be persuaded to serve is another 
matter but I am sure they are here. 

COMMISSIONER LEMAN: They could have 
wonderful fights between them, 

MR, HORNE-PAYNE:. Well, not to become 
controversial about people, let us take one that 
is no longer with us but a type of man like the late 


Dal Grauer. I would say he would have been an 
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excellent type. He was an economist, he was 
also a highly successful industrialist with a 
broad mind -- those types of people. 

THE CHAIRMAN: Would you suggest they 
be full-time members of the council? 

MR. HORNE-PAYNE: They most definitely 
should be full-time. I think they should be very 
highly paid in order to get the right people. In 
a sense, of course, the fact they were paid by the 
government would render them -- they would be in the 
sense civil servants but that type of person would 
not quite be in the same position in that sense 
as the governor, Iifeels *Iidosnot want the board to 
be subservient to the government completely. 

COMMISSIONER MACKINTOSH: Did you say 
the governor or government? 

MR,HORNE-PAYNE: The government, Viet is 
why I suggested that if the directors in their 
capacity as an economic council might be required 
to report publicly» twice a year because my 
suggestion will be that they will have to co-operate 
with the government as far as monetary policy is 
concerned. But at the same time I think I have 
put in the brief that if the governor should be 
protected from the actions of the Bank of Canada 
or vice versa the Bank of Canada must in a sense 
be protected from an irresponsible governor. 

COMMISSIONER GIBSON: Mr. Horne-Payne, 
if these directors were full-time, what would they do? 
Would they have executive positions as well as 
consultative and advisory positions as directors? 

MR. HORNE-PAYNE: No, I think it would 
be better if they did not. I think it would be 


better if they were full-time directors but some 
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corporations that somei might have could be carried 
on. 

COMMISSIONER: GIBSON: They would have 
to have some specific interest; you could not 
have directors' meetings all the time? 

MR. HORNE-PAYNE: No, but Io think they 
could probably meet at least once a month. 1 
could travel the country, it would be their duty 
to be in touch with what is: going on perticular 
in economics which I think would be very nearly a 
full-time job. 

COMMISSIONER GIBSON: You see them as 
anveconomic: council. Is :this) primarily as an economic 
council for:the guidance of- government and the central 
bank or is it primarily as a board for the Bank of 
Canada? 

MR. HORNE=PAYNE: Primarily a board for 
the Bank of Canada but with a subsidiary duty to 
guide the government, to advise the government and 
to inform the country of their views on the economic 
situation. 

COMMISSIONER GIBSON: “Then, they would 
be expressing public views. on matters’ of a good deal 
more than monetary policy. They would be talking 
about fiscal policy presumably, exchange rate 
policy? 

MR, HORNE-PAYNE: © They do not necessarily 
have to talk about fiscal policys ~You can point a 


thing out that inflation appears to be developing 


in such andisuchea situations \«Youndoonot necessarily 
have to turn around and say the government should dothis 
or, should.do that) but-on€evyeu pointit out then 
everybody becomes aware of it. I think» welare dealing 


with aiore informed publie nowadays than we had 
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20 or 30 years ago. In-that sense I think the 
discussion between Mr. Coyne and the government 
probably had a very important effect, an informative 
effect on the country, made people aware 

0! what 1t wasalllabout, 

COMMISSIONER GIBSON: © But you*cannot be 
doing that all the time. What I am concerned about 
is where do the people stand in the setup. Are they 
really directors of the Bank of Canada or an economic 
council giving advice? 

MR.HORNE=PAYNE: Directors of the Bank 
of Canada but you could hardly be that unless you 
were studying economics all the time and trade and 
money influx and all the rest of-it. 

COMMISSIONER BROWN: In the.case of.a 
difference of opinion between this economic council 
and the government, what would happen? 

MR. HORNE-PAYNE:~ That went through my 
head and I state that, I think, on page 8 under 
the Bank of Canada. 

COMMISSIONER BROWN: What page? 

MR. HORNE-PAYNE: B.. 2.(e) where I said: 

"The Board of the Bank of 

Canada should be responsible to the 

Minister of Finance for co-ordinating 

monetary policy with the Government's 

fiscal policy as well as for advising 

the said Minister on economic affairs. 

But, in order to maintain maximum 


independence for the Bank of Canada ..." 


What I-meant there waS, rather periodically you 


have the present United States economic advisors 
making statements. Dhey are not necessarily 


controversial with government policy, but joriodically 
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they make statements about the situation in the 
United States, and sometimes on world affairs. 
If it is in conflict with government policy, you 
immediately have a nation to judge. 

COMMISSIONER BROWN: Then what happens? 

Mint sa] \E--~PAYNE:., After, all, all politics 
is a practice of what happens, and in that case 
government will be swayed by public opinion, and 
L,think it. should be. 

COMMISSIONER BROWN:. In other words, the 
Economic Council then starts calling the tune for 
government? : 

MR. HORNE-PAYNE: If it got to that pitch. 
I suppose it could get to that, and I suppose it 
could lead to an election or something, but I don't thin 
that would be necessarily damaging. After all, under 
the present circumstances I gather that the Finance 
Minister is advised by a sort of economic council 
in the financial department, but the reports are 
seldom: published. He acts, he conducts policy, 
and it is very hard under the present circumstances 
to agree whether the policy is right or wrong. 

COMMISSIONER MACKINTOSH: It is very 
difficult under our form of government to have 
a Minister publicly advised as to policy and then 
ask him to explain why he is not following it. He 
ts advised and makes his decision and supports his 
policy, and parliament is able to take contrary 
views and criticize it... T2 plage nim in the position of 
having the civil service on one side and parliament on 


the other is difficult. 


MR.,HORNE-PAYNE: It is difficult, but, Tigon’t 
see why it is impossible. After all, we have to 


look forward. We don't necessarily have to accept 
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everything that has happened before as being perfect. 
There is another way of saying if on unknown economic 
advice the government adopts a certain policy proved 
to be wrong the whole country suffers. I don't see 
this is necessary. 

COMMISSIONER MACKINTOSH: Presumably the 
government also suffers. There is this difference 
in the United States: The economic advisors advise 
the President and not the Congress, 

MR. HORNE-PAYNE: That is quite true. 

COMMISSIONER MACKINTOSH: Congress is left 
entirely free. 

MR. HORNE-PAYNE: That is quite true, 
but at the same time -- not to the same extent, I 
admit -- but every now and again, periodically the 
Covernor of the Bank of England expresses a view 
very diplomatically -- and the type of director, 

I would suggest, would be a diplomat. 

COMMISSIONER MACKINTOSH: It is more 
difficult to find 7 diplomats than one. 

COMMISSION} LEMAN: :: Particularly seven 
who agree. 
MR. HORNE-PAYNE: He always has the 
privilege of deciding if he does not agree. 

COMMISSIONER MACKINTCSUs May I ask a question 
or two about your views on the operation of the 
Bank: You ask for a bank rate -- an official bank 
rate, and I take it you attach importance to the 
bank making a publicly announced decision from time 
to time that the bank rate should be thus d 807° 

MR. HORNE-PAYNE: Yes, 

COMMISSIONER MACKINT! t Do you look at this 
also as the lending rate of the bank? 


MR, HORNE-PAYNE: You are talking about 
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the lending rate of the chartered banks, are you? 
COMMISSIONER. MACKINTOSH: No, I was talking 
about the Central Bank, 

MR. HORNE=PAYNE: Well, I feel if there 
is a fixed bank rate -- fixed periodically -- that 
that rate should be effective on the entire 
financing of thecountry. In other words, if there 
is to be a deflationary policy a fixed bank rate 
is pushed up, and it would have to go very high 
in present circumstances due to the taxation 
effect on corporate borrowing, but it would have 
to go very high, and if the chartered banks were 
relievedof the present limit on their lending rates, 
presumably their rate would go far higher still 
and you would have restrictive monetary policy, 
which we cannot have under present circumstances. 
COMMISSIONER MACKINTOSH@Y+ This’ 1s) to: some 
extent a digression; this wide movement of rates 
stretchinr ‘”tOlong-term securities may explain 
why long-term rates have not respcnded to © downward 
movement because the investment character of long~ 
term bonds has changed? 

MR. HORNE-PAYNE: It could very easily. 
COMMIS d « . There are by no 
means the marketable securities there were when 
they were at a very heavy discount in a great 
many portfolios? 

MR, HORNE=PAYNE:. That is quite true. 

What other steps 
do you think are necessary to make theowhole pa 
of interest rates flexible in response to bank 
rates? 

MR, HORNE-PAYNE: First of all, the 


bank rate -- as I say, We have dealt with that. 
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The next thing is to arm the Bank of Canada, in 
my view, that -- well, it probably is already 
largely armed, but I don't. think uses all its 
power effectively, to force the chartered banks’ 
rates to respond more than they do. We all know 
from the time when the maximum bank rate in 1959 -- 
when it went up to 6per cent -- the chartered banks 
were restricted to a6 per cent lending rate, 
COMMISSIONER: MACKINTOSH: : .. You. think they should 
remove. that. restriction? 

MR. HORNE-PAYNE: . Perhaps I should say 
I know that very high rate wasn't for a deflationary 
purpose, but say you did wish to deflate and the 
bank rate went up to 6-1/2 or 8 per cent --- the 
chartered banks' prime rate -- 8 per cent -- the 
chartered banks,would;probably.hop,.up,..to 9.or 10 
percant, maybe, and then it would have: been 
restrictive, but similarly there isn't the same power 
to get the chartered banks' lending rates down, as 
we have witnessed fairly recently -- or, ifthe 
power is there, then the Bank of Canada cannot have 
used it. It makes very little sense to me, if I 
may say so, to have, say, 2-1/2 per cent so-called 
bank rate and prime lending rates up to 5-1/2 per cent. 

COMMISSIONER, MACKINTOSH: What measures..could 
the Bank take to bring those rates down? 

MR. HORNE-PAYNE: I think the chartered 
banks should have much greater facilities at the 
Bank of Canada, for one thing. 

COMMISSIONER .MACKINTOSI: .. The;chantered banks), 
in my hasty reading of recent statistics, have quite 
a lot of cash in liquidity at present. 

MR, HORNE-PAYNE: They have, yet the 


rate is still, say, 5-1/2 per cent. 
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COMMISSIONER MACKINTOSH: Well, we have 
got the horse there: How can we make him drink? 
You argue generally for a flexibility throughout 
the whole bank rates? 

MR. HORNE-PAYNE: Yes. I go back to 
Great Britain: It has worked for years very 
effectively and more so even now. If the bank 
rate alters noticeably in London, the whole monetary 
world responds within five minutes practically. 

It will seep right through to the public. and to 
industry in a matter of weeks, or at least a few 
months. But here that is not the case in the same 
way, is it? 

COMMISSIONER MACKINTOSH: No, definitely 
not. 

MR. HORNE-PAYNE: . So, in that case the 
government also is frustrated because in so far 
as its policy is affected by monetary policy it 
loses the power to influence the economy also. 

COMMISSTONER MacKEEN: Would you suggest 
tying the prime rate of the chartered banks in some 
form to the flexible rate of the Central Bank? 

MR. HORNE-PAYNE: Would you repeat that? 

COMMISSIONER MacKEEN: Would you suggest 


tying in in some form the prime rate of the chartered 


banks with the flexible rate that you suggest for 
the Bank of Canada? 

MR, HORNE-PAYNE: Yes, I would, but I would 
like to do it through influencing them rather than 
actually tying them. In that way the Bank of Canada 
would practically become a dictator. It should 


influence the chartered banks' lending rates. 


COMMISSIONER MacKEEN: Well, there is 


a spread between the Bank of England rates and the 
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chartered bank rates there that is recognized. . 

MR. HORNE-PAYNE: Oh, yes. 

COMMISSIONER MacKEEN: Would you have some 
formula? 

MR, HORNE-PAYNE: TI think you might agree, 
very broadly speaking, with minimum bank rate the 
prime lending rate is probably somewhere ~ around 
about one per cent over bank rate. At maximum bank 
rate the prime rate is probably about 2 per cent 
over bank rate in most countries except here. 

COMMISSIONER GIBSON: You would like to make 
the savings deposits rates more flexible with the 
prime lending too, I take it? 

MR. HORNE=PAYNE: Yes, 7! sould because 
there is another weakness, as I see it. Here the 
the chartered banks, having very little recourse 
to the Bank of Canada, are so largely dependent 
on their savings for their source of loans: I think 
roughly 60 per cent. 

COMMISSIONER GIBSON: Yes, and I would 
like to purste this, because’ it ‘is"hére "thatthe 
problem “arises in ‘competing for funds. “If ‘the 
chartered banks' savings rate is reduced substantially, 
their competitive position in relation to other 
banks is affected? 

MR. HORNE=PAYNE: Of ‘course, it its very 
difficult to talk about Canada in the same breath 
as the money market in London, because here the 
components of the money market are ‘So much fewer 
than they are in London, and hence, in my view, 
being fewer they are individually far stronger. 

The core of the money market in London is the the 


bill broker, 


COMMISSIONER GIBSON: How many of them? 
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MR.HORNE~PAYNE;: In my days about five. 
I think there are eight or nine now. Next to them 
come the discount houses, which we don't have, 

COMMISSIONER GIBSON: That is very different. 

MR. HORNE-PAYNE: Oh, yes, and next to 
them you have your merchant banks, which we don't 
have, and then you have your joint stock banks, etc. 
With the result. that all those -- so many more 
components to the money market, it is a much more 
competitive situation, so your interest rates are 
more competitive and they do respond automatically 
more, where here there is no such thing as a bill 
broker in the same sense, and there is no such thing 
as a discount house in the same sense. The chartered 
banks do a lot of that. Maybe at the risk of getting 
my head chopped off, maybe our chartered banks are 
a little too powerful in the sense there is no 
competition for them, and that may be to some extent 
the reason why prime lending rates etc. do not respond 
so much to Bank of Canada actions. 

COMMISSIONER BROWN: I think Mr. Gibson's 
point was that there is competition now in this 
field. You have got the near banks, trust companies, 
buy backs on the money market, which is now a 
considerable feature. 

MR. HORNE-PAYNE: Yes, but you still don't 
have the competition that you have, for instance, 
in England or even in New York for that matter. 

COMMISSIONER GIBSON: I would not express 
a view on that, Mr. Horne-Payne, but I would like to 
explore a little with you your view about how a 


restraining monetary policy works, because 
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in your statement the emphasis is very much on 
the prime lending rate of the banks as the means 
through which there is an easing or a restraining 
of credit. 

MR. HORNE-PAYNE: That is true. 

COMMISSIONER GIBSON: It does seem to 
me there are many other directions in which this 
works, and I would like to hear your views on this. 
For example, the willingness of banks to increase 
lines is much” greater when money is easier than 
when it is tight. The willingness of banks to go 
into field in which they are not normally accustomed 
to lending is much easier when money is easier 
than when it is tight. They compete very vigorously 
on the size of the line of ‘credit? 

MR, HORNE-PAYNE: Yes. 

COMMISSIONER GIBSON: Thinking of other 
things, you have your bond market rates, your 
treasury bill rates which in turn are closely 
related to your money market rates which are 
ePSriata rates of interest for borrowing for quite 
a few people. There is the fact in this area there 
is some effect working out into the longer rates, 
although this would depend very much on the 
circumstances, as Dr. Mackintosh was suggesting; 
but when you do get sizeable changes in the bond 
market you get substantial changes in capital values, 
and this increases or decreases the willingness of 
people to use assets. In other words, it decreases 
or increases their willingness to become liquid 
or otherwise. 

MR. HORNE-PAYNE: Yes. 

COMMISSIONER GIBSON: It seems to me 


there are a great variety of factors at work here. 
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There is also the general matter of expectations 
and people in this country look across the border 
to see what is going on. They see what the Central 
Bank is saying. There is a community of discussion 
going on. We particularly watch the United States. 
We have in. any given time certain expectations 
which change courses of action. I want to suggest 

to you there are a great many ways in which a 
restrictive monetary policy works? 

MR.» HORNE-PAYNE: JI could not agree more 
with that. I have dealt with all that side of it, 
and it is perfectly true. I simply say in so far 
as the central banking policy is concerned, monetary 
policy most recently has been brought out by the 
Radelufife:Report in England that at the best all 
monetary policy can do is influence -- not enforce -- 

of a type drastic enough it can enforce -- but otherwise 
it is influence. 

COMMISSONER GIBSON: You think the 
Central Bank ought to be guided by all these other 
ways in which restraint works? 

MR. HORNE-PAYNE: Yes, and I think highly 
qualified directors would have their fingers on all 
these conditions. For that matter, even public 
psychology is a factor -- as you say, "how to make 
the horse drink". 

COMMISSIONER GIBSON: I didn't associate 
myself with that idea. 

MR. HORNE-PAYNE: To some extent that is 
happening now. We have a very tight money supply, 
but as far as I am concerned I cannot see any 
inflated demand resulting from it. 

COMMISSIONER GIBSON: You really believe 


a deliberate bank rate policy on the part of the 
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Central Bank would have a significant effect on 
expectations and on the general --- 

MR. HORNE-PAYNE: Yes, I do because 
if everything was influenced it would be more 
influenced by -- well, if the Bank of Canada one 
Thursday suddenly said, "The bank »rate is 2 per 
cent more or less than it was before" it would 
mean something to the entire country -- to the 
individual, even, It tells them if the bank rate 
shoots up a great deal -- it does in England: It 
tells the fellow, "You are not meant to be spending 
so much and not meant to be borrowing". 

think 

COMMISSIONER GIBSON: You don't/fluctuations 
in the bank rate are regarded as being significant -- 
or do you? 

MR. HORNE=PAYNE: No, I don't, actually, 
because for one thing with this weekly fluctuating 
rate you have really got to go, sometimes, for months 
to indicate trends at all. I would rather hesitate 
right now to guess what the trend of rates is right 
Ceara 

MR.HORNE=-PAYNE: A lot of people I know 
expect 2 hardening of interest rates towards the 
end of the year. I did not see any reason why 
interest rates should harden. We have an excess 
of productive capacity which suggests that investment 
is not likely to increase substantially until this 
is used up or is more greatly used than it is now. 
There is no particular reason as far as I can see 
to see excess demand for money for investment or 
for spending. 

COMMISSIONER GIBSON: I am not expressing 


an opinion on this but I would merely comment that 


some people do feel that the existing type of bank 
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rate which is automatically tied to the treasury 
bill rate has certain advantages in that the Central 
Bank is in’ a position to make its influence felt 
through the treasury bill market where it is a 
major factor and does not put itself in what 
sometimes is a very embarrassing position of having 
to follow the market up or down which may be pulled 
up or pushed down by what is going on in the country. 

MR. HORNE-PAYNE: I agree that can happen 
but we do not live in a perfect world. That could 
happen and has happened in other countries. 

COMMISSIONER GIBSON: But on balance 
you would prefer a consciously affected rate? 

MR. HORNE-PAYNE: I would because I feel 
that the very effect of having it and , of course, 
you have got the time when the bank would have to 
establish its prestige in that way over a period of 
time but eventually you get to the position where 
the bank rather leads -- it is rather like the 
sergeant-major saying "Attention", and when he 
says, "Atténtion", everybody springs to attention. 
To some extent I think it has that effect. 

Excuse me one moment, I would like to point 
out that someone was right, I think, in saying that 
we are the only country in the world which does 
not have a fixed bank rate. 

COMMISSIONER MACKINTOSH: I wanted to 
ask you about another matter. You say in the 
latter section in the banking operations the 
trust companies are competitive with the chartered 
banks and therefore they ought not to be under the 
control of the Bank of Canada. I would be prepared 
for you to say therefore they should be under the 


control of the Bank of Canada if they are in the 
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same business, 

MR. HORNE-PAYNE: Well, the main reason 
I think why I would like them not to be, if it is 
possible, is because I ama great believer in 
competition and I do not want everything under 
control of somebody. I could hardly conceive -- 
the trust companies have never competed with the 
chartered banks for funds and also in lending and 
it is very difficult for me to foresee responsible 
trust companies keeping their rates very much out 
of line with what the chartered banks are doing 
and hence what the Bank of Canada wants to do. 

You can borrow now for slightly less 
from a trust company than you can from a chartered 
bank, but only slightly less. At the same time they 
will tend to give you slightly more for deposits, 
but only slightly more. I cannot see a responsible 
trust company getting out of line with the chartered 
banks. 

COMMISSIONER MACKINTOSH: Of course in 
neither case does the Bank of Canada dictate the 
rates. The question is whether the present terms of 
competition unduly favour these near banks by allowing 
the opportunities without the same responsibilities. 

MR. HORNE-PAYNE: They may in some ways 
and I think with particular reference more than 
to the trust companies, I think it is particularly 
referable to the finance companies but my view has 
always been that short-term financing, particularly 
consumer financing and one thing and another should 
be handled directly by the government -- the lending 
rates, certainly. But say you have excessive demand 
being financed by these finance companies, particularly 


the consumer people, then I think it is up to the 
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government to settle by regulation things like 
percentages of down payments, maximum charees. on 
loans and things that. We did that after the war 
if I remember rightly. 

COMMISSIONER MACKINTOSH: I should not 
say this in the presence of the Chairman but my 
impression is that that is generally viewed as 
beyond the powers of the Federal Government. It 
was done under the War Measures Act when it was done. 

MR. HORNE-PAYNE: Yes. 

COMMISSIONER MACKINTOSH: And there would 
be grave difficulty in doing it. That is done in 
England in the Board of Trade but they have a 
unitary government. The task of co-ordinating 
the chartered banks is a little less difficult than 
the task of co-ordinating ten provincial governments. 

MR. HORNE-PAYNE: I do not ignore the 
point. I appreciate the point that what you call 
these near money institutions are very largely 
on their own and do what they like and I am somewhat 
dubious whether even very high bank interest rates 
would have a great deal of effect on them because 
after all a finance company, if it has to pay 6 
per cent or 7 per cent for loans, it can make so 
much more anywaythat it has only a small influence. 
That is why I feel the only way probably to control 
them effectively would be through regulation. I 
think you would have to have a very , very high 
interest rate before you really could effectively 
restrict consumer financing. 

THE CHAIRMAN: Any more questions? 

COMMISSIONER GIBSON: Mr. Horne-Payne, 
in this section on the Bank of Canada, page 13, you 


seem to put quite a little emphasis on the Bank of 
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1 Canada bearing the reserve requirements for the 
3 chartered banks. This, of course, is a power which, 
3 as you know, they have. I do not think it has 
4 ever been exercised? | 
; MR,HORNE=PAYNE: No, 
COMMISSIONER GIBSON: But would you mind 
: saying why you put so much emphasis on this as 
7 opposed to their general way of working? 
8 MR. HORNE-PAYNE: Because I look upon 
9 it as one of several weapons that could be'quite 
10 powerful if they resorted to it. I suppose that is 
rr more developed in the United States than any other 
i country practically but it is very effective. 
COMMISSIONER GIBSON: Of course, with a 
. relatively few banks here all of whom normally work 
i fairly close to their cash position, open market 
15 policy is, I would think, generally effective, at 
16 least it is quite possible to see the moment their 
“47 reserves decrease that the banks get reserves very 


2, HORNE-PAYNE: . Yes, but it is hardly 


19 
ever resorted to. 
20 
COMMISSIONER GIBSON: All I am talking 
21 ; 
about there was the open market policy. 
22 MR. HORNE-PAYNE: Yes it is but you 
23 mentioned another thing, open market operations. 
24 To be really effective I think they have to be known 
25 much more. I hardly look upon open market conditions 
%6 at the moment as being open. I don't know sitting 
in Vancouver here really very much what the Bank of 
27 
Canada is doing over a market operation. I can 
28 , 
find out from a bond dealer probably but the public 
29 


in general and practically nobody in the far west 


30 knows what is happening along those lines. 
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It does have a great deal to do with future 
interest rates, of course. 

The same thing with government operations, 
There is very little known about government Operations, 
funding and things like that. That is why I suggested 
the people’ have some means of being informed as to 
the way in which such operations are conducte.: 
openly on‘a stock and bond'exchange, 

COMMISSIONER GIBSON: Would you see any 
Merit in changing reserve requirements as Opposed 
to open market operations? This is really what I am 
getting at. 

MR. HORNE=PAYNE: Well, I really do not 
think to any extent that we can internally choose 
one weapon over another but I feel they are all 
weapons but insufficiently uséd. A certain situation 
might arise whereby some drastic policy seemed 
appropriate, in which case although open market 
operations are perhaps necessary alterations of 
the reserve requirement might be effective. 

COMMISSIONER BROWN: You do not think 
the weekly reports of the Bank of Canada showing 
their open market position are sufficient? 

MR, HORNE-PAYNE: They are not published. 

COMMISSIONER BROWN: They are published 
every Wednesday. 

MR.HORNE-PAYNE: But they are not available. 
The government do not say anything about prices or 
anything like that. 


COMMISSIONER BROWN: Anybody interested, 
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i} heave chen on their desk on Friday. 
MR, HORNE-PAYNE: 3ut there again it is 
. 7 . Sn ete 1-7 (7: Sra) 7-¥- ~_— I¢ i 
like leading the horse to water. I feel again 


T come back to London over this. An interesting 
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thing which happened while I was ©: liday just 
recently. I read in a copy of The Economist pthat 
came through that two weeks ago a government broker 
ceased selling a certain distribution and he did not 
appear in the House for two days and immediately 

the gilt-edged market responded once they knew 

the top was off that particular security they 
responded; in other words, everybody was watching 
out. Here everybody is not watching. Do you see 
what I am trying to get at? 

COMMISSIONER BROWN: Except this information 
is readily available on the street in Toronto, 

MR.HORNE-PAYNE: But you have to get it. 
That is the point I am trying to bring up. E} 
country on the whole market is not in the same way 
conscious of what is happening. 

COMMISSIONER MACKINTOSH: Maybe-we should 
educate the securities people. 

COMMISSIONER BROWN: I grant you it is 
not as available out here on day-to-day operations 
of the Bank of Canada as much as it is in Toronto 
and Montreal. 

MR. HORNE-PAYNE: But we are still a 
part of Canada, aren't we? 

COMMISSIONER BROWN: But the fact does 


remain that the information is available day-te-day 


and is also available cross country inoweeklycreports. 
MR.HORNE=PAYNE: »»I suppose the» reason 

for that is the fact of the enormous centraligeti 

of finance in eastern Canada. I have mentioned to 

you here about Montreal or Toronto but I would be 

much more astounded to see that information in 

Vancouver. That is something else I have treated 


with in my brief; the huge concentration of the 
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1 money market in the east. 
2 COMMISSIONER BROWN: This is a separate 
3 question from the one we are discussing. 
4 MR. HORNE-PAYNE: But it rather leads 
to it. If I live in Toronto or Montreal I would 
: know much more of what was going on in those bonds 
: and things. 
7 COMMISSIONER MACKINTOSH: You would be 
8 surprised, 
9 MR. HORNE=PAYNE: But is that right, 
10 Mr. Mackintosh, in a huge country like this? 
1 COMMISSIONER MACKINTOSH: Is what right? 
MR. HORNE=PAYNE: That parts of it 
should be so relatively little informed and really 
$4 ced by what happens there. 
si COMMISSIONER MACKINTOSH: I am not sure 
15 of the point you are making -- is uninformed or 
16 uninterested? 
17 MR. HORNE=PAYNE: Well, probably both. 
18 COMMISSIONER MACKINTOSH: Well, I am 
19 in the business of believing that people should be 
widely informed. 
20 
MR. HORNE=PAYNE: I agree. 
a COMMISSIONER BROWN: On this question 
22 of east and west you make comments in ‘your paper 
23 that there is a flow of savings from the west to 


the east which is not reciprocal; in other words, 
it does not come back. Have you any evidence to 
show this because the last statistics that have 
beén made available show exactly the opposite. I. 


wonder if you have any evidence. 


MR, HORNE-PAYNE: No, I have not got 
figures. Thatis one of the things I apologise for. 


I have been unable to do research on these things. 
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1 That varies with periods of time, 
2 COMMISSIONER BROWN; I think it was 
3 pretty steadily in the opposite direction. 
4 MR. HORNE-PAYNE: Do you really? 
COMMISSIONER BROWN: Yes, 
: COMMISSIONER MACKINTOSH: Aren't there 
6 two things, the flow. of savings east in the sense 
7 of going to dealers' institutions in the east 
8 but there is the flow of investment west into 
9 enterprise and mortgages? 
10 MR. HORNE=PAYNE:. Well, there certainly 
- was not in.1947, Mr. Mackintosh, 
COMMISSIONER MACKINTOSH: Well, I cannot 
3 recall that from memory. 
3 MR, HORNE-PAYNE: I have my mind on the 
14 oil. and gas industry when they,practically speaking, 
15 could not. get a penny in the east, -I know they tried 
16 very hard. 
17 COMMISSIONER BROWN: We are talking 
18 about the over-all feature rather than a particular 
industry. 
19 
MR. HORNE-PAYNE:  Yes.. I. do feel .that 
~ the United States possibly are in a little better 
21 position than we are in those ways, particularly 
22 in the west through having greater control over the 
23 sources. of funds developed in. the west and they have 
24 their own state banks etc., which we have not. Please 
95 do ~ misunderstand me, and think I. am criticizing 
that the banks are not co-operating because they 
26 
are. 
- COMMISSIONER BROWN: I think that is one 
si of the fields in which I think there has been some 
29 indication that as far as the banks are concerned 


that more money comes here than goes from here. 
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MR.HORNE-PAYNE: That is very interesting. 
I suppose certainly in periods of demand it does; 
in other words, we cannot finance all our enterprises 
from our own sources of funds in the west. 

But at the same time would not you 
gentlemen assume that there is an automatic tendency 
for funds to be invested close to home first before 
they will go farther afield? I think it is almost 
automatic. 

I fully admit I might be ultra conscious 
of the failure'of eastern Canada to go into this 
huge oil and gas business when it started in the 
west. 

COMMISSIONER BROWN: There was one other 
thing, Mr.°Chairman, I wonder if I could ask Mr. 
Horne-Payne his thoughts on the advantages or 
disadvantages or advisability or otherwise of an 
S.E.C. type of operation for Canada rather than 
the various provincial securities acts. This is not 
covered in your brief, 

MR, HORNE-PAYNE: I would hate to see it 
myself. As to whether it is necessary is another 
matter. I would sort of hate to see it. It all comes 
back, really, to the prestige of a stock exchange 
and things like that. We could hardly operate, 

I suppose, as they do inEngland because we have 
more strangé characters! © around the place 
which are lacking in England. I am talking now 
of these high powered American salesmen that come 
over here and create havoc down there for which 
the S.E.C. is the main restraining influence and 
because of that our stock exchange has tended to 
lack the prestige perhaps of their counterparts 


in England. 
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In this sense I cannot conceive of 
anybody in England other than a fellow who has got 
$5 in his pocket -= I cannot conceive that he 
would even consider buying securities from anybody 
except through a legitimate stock broker, It is 
practically impossible to conceive of it. Here 
apparently a lot of them will buy from any Ton, 
Dick and Harry that comes to their doorstep. So 
we are dealing with a completely different situation 
and that sittiatiohj} ODEthink4NledWteltheoS. ByvGgean 
the United States and may lead to it here but I 
would hate to see it because it is another form: 

I prefer to get away from all controls wherever possible|, 
I think our Provincial thing works very well. We 
might co-operate a bit more, 

COMMISSIONER LEMAN: Mr. Horne=Payne, 

I gather that in so far as the bond market is 
concerned vou would like to improve the market for 
bonds and the consciousness of the people with regard 
to yields etc.? 

MR, HORNE-PAYNE: Yes. 

COMMISSIONER LEMAN: And you suggest one 
way to do this would be to have bonds traded on 

than 
stock exchanges rather/over the counter as they 
are now? 

MR. HORNE=PAYNE: Yes. 

COMMISSIONER LEMAN: Are you aware of 
the fact that this has been tried in the United 
States? 

MR, HORNE=PAYNE: No, I wasn't aware 
of that fact 

COMMISSIONER. LEMAN: Well, bonds are 


listed, even corporate industrials are listed 


on the U.S. stock exchanges. 
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MR. HORNE=-PAYNE: Oh yes, I see what you 
mean there; I agree there. 

COMMISSIONER LEMAN: And yet it seems 
that the volume of trading on exchanges as against 
over the counter is negligible: Would you suggest 
it be done --- 

MR. HORNE=PAYNE: If they could not be 
traded over the counter, they would have to be 
traded in exchanges. 

COMMISSIONER LEMAN: Would you suggest 
a regulation to prevent over the counter trading? 

MR. HORNE-PAYNE: Yes, that is my whole 
point, that the exchange should be the only market 
except in cases of a new issue -- that is another 
matter altogether, of course. I think it creates 
a market in the real sense of the word "market" 
much more so than the present system, 

COMMISSIONER LEMAN: You suggest nobody 
should carry inventories? 

MR, HORNE-PAYNE: I+ don't say they should 
not, but that’ they would... not have to in the 
same way. 

COMMISSIONER LEMAN: How would the exchange 
operate, do you suggest? 

MR, HORNE-PAYNE: The stock brokers 
do not carry large inventories of shares and things. 
They may take positions here and there, but generally 
speaking does not have to carry large inventories 
of shares. I see no particular reason why a bond 
dealer should have to do that. 

COMMISSIONER LEMAN: You refer to the 
London market, and there are two things you don't 
mention: One is the tremendous position of the 


jobbers, particularly in the guilt edge market in 
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London, 
MR. HORNE=PAYNE: JI agree, but they 
don't necessarily carry very. large’ inventories, 
COMMISSIONER LEMAN:>) The guilt edge 
market could not operate without the jobbers carrying 
inventories. 
MR. HORNE-PAYNE: Certainly they do, 
but their inventories are very Eee ete things; 
in other words, if there is a demand for certain 
bonds, well, the jobber ups his price to buy in. 
COMMISSIONER LEMAN: The second thing 
you don't mention is that on the London Stock 
Exchange, while the prices are quoted and the 
transactions are put up, the volume does not appear. 
MR..«HORNE=PAYNE: That is quite true. 
That is a great weakness over there. I agree we 
have a far better system of reporting. The North 
American system of reporting share transactions 
is far superior to theirs. Therefore, I think 
if the same system was made applicable to bonds, 
we would be better off still. 
COMMISSIONER BROWN: This brings up 
one further question, and that is you indicate that 
this should be in Toranto or Montreal. Do you imply 
from that you are in favour of a national stock 
exchange rather than regional stock exchanges? 
MR. HORNE=PAYNE: . Oh, where do you see 
that? 
COMMISSIONER BROWN: Perhaps I am taking 


you out of context, You say at page 24 F. 2. b: 


order to render Government 
'open market operations' in fact open they 
should be conducted on the principal 


Bond and Stock Market either in Montreal 


7 
7% Ay) ” 


ans ’ oie 


vodt tud ,semgs 1 +aiAiedunes «An 


.eaicotaeveal egret yaov yrqso ule 
eghs tiiug odT.:WAMGd AGMOLSSIMMOD), o> yent a 
7 : 
gaiyirso eteddot ont tuedtiw syatego goa bluco tealtsm : 


. een 
Tie siiase t' mob 


-2elsotmovat 

,ob ved yvlaistreD :aUYAG-3MA0H .AM 
,egnidt mretetrode yisv 9t6 esisxotnevar tiodt tud 
aistxso tot basmeb 5 et stent IL -abtow asdto as 
stk yud ot oottg eid aqu teddot oft gifew »ebnod 
gnidt bnoose sdT +VAMad AAUOLS2IMMOD. s 
soot? mobsod sat mo *sdt et soitmem t'mob yoy 
eit bas betoup sts esoitg edt oelinw ,egasdoxd 
teeqqs ton soob smulov sdt .qu tuq sts anotiosensi¢t 
euat stiup ek tSedT © :aWYAT=GUA0H) sAM yf ye) jam 
ew 99136 I .stedt tevo eesnissw tse1g set tedT 


| 

i 
dixol aft .agnitroqes to moteye astted 1st 5 eved L 

. | 

anoitosensit sisde gattieget to meteye nsoizemA 

| 

| 


_ 

antdt I ,stoteisdT .eaisds ot toiteque ist et io 
,ebnod oft sieuaitage obsm esw mateye omse edt tL ler 
| stiita tie tettesd ed bliow ow 1. 

qu egnind aid? :MWORa AaAMOT22TMMOD \* 7 
tedd stsotbat woy et tedt bas) gnoiteeup yadixut sno 
| lake 


yviqmi voy of .IssttnoM to otmedrel nt ed bluoda aids | 
joote Lanotisn 5 to suGvet mi, s1s voy tads moxt 
Sgegnsdoxs aAcote Isnefget asdt werhed egasioxs ls 
ase vov ob starw .fO = SMYAT~ 3U0H AM ‘ne yartl | 
. 
grist me 1 eqediel :vwOta AaWOTZZIMMOD 
:d..8 JF #8 ogsq ts alll etxstaos to tuo voy 


Snomnvsv90 sebnet.ot reba coe . , 


yvedt asqo top t” mk Coens sani 5 ego! 


Nethercut & Young = ooo 


Terente, Ontaric 


or Toronto." 

MR. HORNE-PAYNE: Oh, the government -- 
yes, the government. You could not have a government 
broker in each stock exchange all the way through 
Canada any more than they have one in England 
in Manchester or Glasgow. The government obviously 
operates through a Central Stock Exchange, 

COMMISSIONER BROWN: I am sorry --- 

MR. HORNE-PAYNE: Why I said Montreal 
or Toronto was because I did not wish to get 
involved in the contest between the two as to which 
is the central market. 

COMMISSIONER BROWN: Will you let us have 
your comments on the possibility or otherwise of 
a Central Stock Exchange with perhaps different 
floors operating at different times rather than 
separate stock exchanges? 

MR. HORNE-PAYNE: No, I would not like to 
see any one single national stock exchange or bond 
exchange. I do feel the government would have to 
operate through one central one, but for the rest 
I feel that the remaining stock exchanges have not 
been developed sufficiently, and that is why I made 
some suggestions such as trying to get much greater 
listings, particularly big national companies on 
all the stock exchanges, so as to try to discourage 
the huge concentration which I think is developing -- 
the huge concentration into one centre in the east. 
After all, there’ is almost as big a market in , say, 
Glasgow as there is in London, or in San Francisco 
as there is in New York, for so many companies which 
we don't have here. 

THE CHAIRMAN: Thank you very much, 


Mr. Horne-Payne, It has been a very provocétive 
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and interesting and useful discussion. 

MR. HORNE-PAYNE: I am afraid I was born 
that way, Mr.Chairman. 

iti CHAIRMAN: We are very much indebted 
to you, 

MR.HORNE-PAYNE: I was very honoured 
you should ask me to come at all, 

THE CHAIRMAN: That concludes our 
public hearings in Vancouver. The Commission 
will now adjourn the public hearings until 9.15 a.m. 
on Monday, March 19th in Edmonton, Alberta, in 
Courtroom No, 1, The Court House. Our first 
witness at that time will be the Honourable 
E.C. Manning, Premier of Alberta. 

I wish to express the pleasure of the 
members of this Commission at having been in 
Vancouver during the better part of this week, and 
we wish to thank all the witnesses who have come 
before us for their useful proposals and their 


co-operation. We shall now adjourn, 


---Adjournment. 
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b. This Counct! should comprise full-time quetitied hon- 
political Directors of the Bank of Canadas, 

¢. Directors should be 6 in number additional te the 
Governor and Deputy Governor of the Bank of Canada, 

d. Directors, excepiing the Deputy Governor, chould 
retire in rotation annually to provide maximum 7-year 
appointments. 

6. The Board of (he Bank of Canada should be made 
directly responsible to the Minteter of Finance for 
coordinating monetery policy with Government's 
fieca) policy, but the Board should report publicly 


to the nation scmi-ananwaily on economic affaira, 


Nethercut & Young 


Terente, Ontario 


TY O HOWE aah 
2 i Nop tae 


4 Page No. 
5 John R. Horne ~ Payne Agu 


6| helen G. Moore A278 


15 


Nethercut & Young 


' 


pelty 
Terento, Ontario 
From:- John R. Horne-Payne, 
424 Isurrard Street, 
Vancouver, B.C. 
9th February, 
To The Commiasionera, 


Tie Royal Commission on Banking and Finance, 
Poo, Box 15024 

Postal Station ''B!, 

Ottawa, Ontarlo 

Gertlemen: 

The following conclusions derive from subsequent argument 
which I have the honour to submit in this brief. It should be stressed 
that the writer submita this brief in hia personal capacity and it does not 
necessarily represent the views of any of his business associates. 


All figures mentioned herein are taken from the Bank of 


Canada's Monthly Statistical Summaries. 


A - CONCLUSIONS 
Conclusions are shown below with reference to the paragraphs 


in which they appear. 


Ber eeare - B - THE BANK OF CANADA - ORGANIZATION 
B.2. a, The various Bank Acts should be amended to provide 
for a permanent Economic Council to serve the Bank of 
Canada and the Government 
b. This Council should comprise full-time qualified non- 


political Directors of the Bank of Canada, 


| c. Directors should be 6 in number additional to the 


Governor and Deputy Governor of the Bank of Canada. 
d. Directors, excepting the Deputy Governor, should 
retire in rotation annually to provide maximum 7-year 


appointments. 


e. The Board of the Bank of Canada should be made 
| directly responsible to the Minister of Finance for 
coordinating monetary policy with Government's 


fiscal policy, but the Board should report publicly 


to the nation semi-annually on economic affairs. 
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C - RANK OF CANADA - OPERATION 


. Bank rate should be periodically fixed by the Bank of 


Canada whereby it can both indicate and force 
economic intentions, 

The Bank of Canada should be given wide authority to 
vary Chartered Banks' reserve requirements, 
liquidity ratios, and to exert maximum pressure on 
Chartered Banks! lending rates through open market 
operations, and should also be willing to discount 


Chartered Banks! Bills, 


D - CHARTERED BANKS 


. The legal maximum limit on Chartered Banks! lend- 


ing rates should be removed. 

Chartered Banke should be given greater resort to loan 
and discount facilities with the Bank of Canada. 
Chartered Banks might be encouraged to expand 
profitable business in unsecured call loans to compen- 
sate for any profit squeeze resulting from their prime 
lending rates being forced to reflect minimum Bank 
Rates. 

Chartered Banks' costs are questioned in the light of 


extravagant competition. 


E ~ NEAR MONEY INSTITUTIONS 
Consumer finance institutions should not be controlled 
by the Bank of Canada but directly by the Minister of 


Finance, 
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Reference - 


F.2. 


4 AQUE 


. Trust Companies and similar near money inetitutions 


should not be brought under control of the Bank of 
Canada since they provide competition to the Chartered 
Ranks which should ensure satisfactory compliance 
with monetary policy as expressacd through Chartered 
Banke! intercnt rates when these are made wholly 
reflective of monetary policy as enforced by Bank 


Rate, 


F - MONEY MARKET 
The Bond Market - the investment function of the 
money market should avoid over-concentration in any 
one centre, but, since concentration is inevitable, 
widest possible distribution of investment throughout 
Canada is in the national interest. 
All bonds and debentures should be listed and dealt in 
on Canadian Stock Exchangee, and all such trans- 


actions should be published continually. 


. A Government Agent or Government Broker should be 


aatablinhed to conduct Government business on a Stock 
Exchange, with particular application to funding. 

A fixed scale of graduated commissions should be set 
for dealing in bogde as in shares, and should be the 
same for all dealers. 

Off market or wholesale transactions in bonde should 
be prohibited except in cases of new iseues, 

No division of commission between bond dealers or 
brokers nor any other rules should be allowed which 


gives advantage to one Exchange over another. 
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f. As many companies as possible should be encouraged 
by every meana to list all their securitien on all 


Canadian Bond and Stock Exchanges. 


Reterence - Gp- CURRENC \ EXCHANGE 


Gel. a, The Canadian exchange rate should not yet be fixed in 
terms of U.S. dollars but the question should be one 
for periodic review and recommendation by the 


Directors of the Bank of Canada in their capacity 


as an Economic Council, 
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The writer acquired his interest in monetary economice 
as aresult of working in the London Money Market (Allan, Harvey 
& Ross, Billbrokers) 1924-26: thereafter in association with 
Kitcat A Aitken, London Stockbrokers, as a Member of the London 
Stock Exchange till 1928 ; thereafter as a partner of Kitcat & Aitken 
til 1931, 

He is constrained to present this brief to the Royal 
Commiasion on Banking and Finance because, through the medium 
of Norman R, Whittall Ltd.'s monthly "Financial Barometer", of 
which he is editor, the writer publicly attacked the Bank of Canada's 
manetary policy consistently throughout 1957 and thereafter and thus, 
perhaps ite first public critic, may have had a small part in promot- 
ing the argument which culminated in ex-Governor J, E.Coyne's 
resignation. 

This criticism originated in the following circumstances, 
which might be given some historical background. 

Prior ta 1930 Central Banking may be said to have been 
involveg@tergely with national debt and money management, Covern- 
ment financing and only to a small extent in the settlement of 
international obligations since most balances resulting frorn inter - 
national trade and invisible transactions were then settled more or 
less automatically through the free currency exchanges and bullion 
markets, meloeina the 1930 deflation the late Lord Keynes ex- 
pounded his theories on money management which, while furiously 
debated, nevertheless gradually gained varying amounts of credence 
in different countries at least to the extent that his broadest ideas 
embracing contra-cyclical money management were to some extent 
tried by various Governments - this brought Central Banke and 


Governments into closer relationship, the latter becoming 
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2 
3 increastogly interested ‘n money management and interest raten 
in the| internal sphere and for settlement of interratlozal balarices 
4 
in the external sphere of Masking, This led to Central Banks be- 
5 
coming responsible for management of the:national gold reserve, 
6 . ak e 
the handling of «bich had previously been the prerogative of the 
7 national Treasuries 
8 After World War. U, and particularly as the result of the 
9 Pretton-Woodsn Conference, the formation of the International Mone- 
tary Fund and the Bank for snternational Settlements, the Central 
10 
Banks really became the supreme agents of their Governments, 
11 
through whom monetary policy wae directed as it gradually became 
12 
recognized as a component of national economic policy. By now the 
13 Keynesian theory, still debated, had become internationally accepted 


14 by increasing numbers of Governments, at least to the extent that mone- 


15 tary policy, though not always practised according to Keynes, was re- 


16 lied upon as a potent economic weapon - in U.S,A. this contra-cyclical 

7 management of money became known as "leaning against the wind" !n 
Treasury and Federal Reserve circles. Certainly by lack and possibly 

ss through good judgment Canada practised the broadest concept of the 

19 


ee theory more correctly than had any other country since, 
20 although her national debt had been expanded enormously for war 
21 purposes in the early 1940's rather than to offset deflation, she 

22 taxed her inflated profits of the post-war era sufficiently to reduce 


her debt from over $17 billion in 1946 to approximately $11 billion by 


23 

1957, Thue were good times used for debt repayment which placed 
24 

her in a strong position to re-inflate again through deficit financing 
25 ; 

should bad times recur, which was Keynes’ concept, 
26 


As a result of the Bretton-Woods Conference, international 
27 exchange rates were fixed in terms of U.S. dollars which, for 
28 international purposes, were convertible into gold. Thus cur- 


29 rencies, and particularly U.S. dollars, became increasingly 
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acceptable to foreign Governments for national reserves instead of 
gold which they have increasingly replaced for this purpose. As 

the issuers of currercy the Central Banks became yet more involved 
with their related Governments until such Banks and Governments 
have become synonymous for all practical purposes in most of the 
large countries, 

In these broad circumstances Canada experienced the 
1955-57 capital investment boom with investment peaking at $8-1/2 
billion in the latter year, Throughout this whole period her money 
supply remained virtually conatant, so much so as to render her 
short of funds in the sense of working capital (1955 $11,397 billion, 
1956 $11,438 billion, 1957 $11,923 billion) and this kept interest 
rates constartly higher than those prevailing in New York, thus 
encouraging capital in-flow which primed the investment boom. 
™ spite of this retail demand, rising only by $1. 714 billion or by 
13% throughout the period, being at the rate of 6-1/2% per annum, 
provided no evidence of abnormal demand inflation which to the 
extent that it existed sprang from capital (investment) demand - 
this was.evidenced by a noticeable rise in prices for such capital 
iterns as cement, steel, and lumber, not forgetting wages, while 
virtually all other commodities were stable or falling in price. 
Unemployment had shown its face as investment increased automa- 
tion, Retail prices rose in the face of increasing surplus produc- 
tive capacity resulting from the massive investment. Here were 
all the symptome of growing cost rather than demand inflation. 

All forme of inflation have their origin tn monetary in- 
flation but a restricted money supply, with resulting high interest 
rates, can only check cost inflation through creating unemployment 
which it Influences. But through encouraging capital in-flow with 
high interest rates tt also may be said to have been largely respon- 


sible for our exchange premium which impeded exporting the fruits 
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of the new capital Investment while it also added to costes and 
increased Canada's liability for future payment of interest and 
dividends abroad = here were grounds for criticiam since an oppo- 
site policy, rendering money at least cheaper than New York rates, 
should have encouraged domestic investment at the expense of ex- 
ternal investment in Canada and might have saved Canada from 
the last-mentioned disadvantages or at least minimized their ad- 
verse effect, 

These circumstances led to considerable criticism of the 
Bank of Canada when the investment boom ended, as it must, not 
so much for the foregoing reasons but because Bank policy failed 
to complement national economic policy as it had been expounded by 
the Conservative Party which became the Government as the result 
of the 1957 and 1958 elections - it seemed that the Government was 
trying to re-inflate, legitimately according to Keynes! theories, 
and that the Bank of Canada was not cooperating. Indeed its 
Governor, Mr. Coyne, stated that his first duty was to ensure 
"sound", presumably meaning "hard to get", money. Thus, with 
the Bank of Canada and the Government at cross purposes, defla- 
tion, deriving from high cost-price resistance and from over- 
investment in surplus productive capacity, remained the order of 
the day. There is considerable evidence that the Government was 
as much to blame for this as was the Bank of Canada since it 
failed to adapt taxation to meet cost inflation and has not done so 
yet. But the point to emphasize is the conflict of interest between 
the two and the fact that it was possible for the Bank of Canada to 
thwart Government intentions - this, apart from being destructive, 
was undemocratic and contrary to the synonymity of Central Bank 
and Government which had evolved throughout the {ree world, 

Irrespective of per sonal opinions regarding the economic 


circumstances outlined above, here was clear evidence of the danger 
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of a Central Bank's monetary policy failing to complement Govern- 
ment policy - althogh the money supply increased Meotdly after 
1957, Bank Rate, except for brief interludes, remained inexplicably 
high until 1961, both in relation to the ‘money supply as well as in 
comparison with rates prevailing elaewhere, and particularly in 
U.S.A. which was the main source of capital in-flow. In the event 
deflation porsieted until 1961 when the Government took action to 
impose its policy on the Bank of Canada. 

The foregoing broad references to Keynesian theories 
should not be interpreted as implying the writer's full agreement 
therewith. Indeed, he views them only as the last important step 
forward in economic thinking and one fraught with dangers and 
weaknesses. The most evident danger, even where legal limits 
are set on debt as in U.5.A., ie perhaps inability to compel 
Governments to redeem debt during inflationary periods - a striking 
example of weakness is that, at best, contra-cyclical monetary 
policy can only influence and can not alone create change of eco- 
nomic direction - this was confirmed most recently by the British 
Radcliffe Report. It is clear that maximum contraction of the 
money supply, with resulting penal interest rates, can choke off 
demand inflation but it cannot prevent cost inflation, which indeed 
it may aggravate even if aggregate wages fall as a result, unless 
corporate taxes fall and personal taxes rise because otherwise 
unit costes increase with reduced output. But vice versa, an 
abundance of cheapest money can not ensure reflation if the 
various sectors of society will not use the money, During periods 
of very or moderately cheap money between 1957 and 1962 in 
Ganada, demand was not stimulated, partially because cost infla- 
tlon invited consumer resistance in export and in domestic markets, 
and partly because the latter did not feel the effect ef cheap money 


due to the fact that the Chartered Banke' lending rates did not 
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1 
2 
3 reflect the lower Bank Rates - this is still the case. 
4 Contra-cyclical money management is only recognized 
5 herein because, however poorly practised, it is the "order of the 
6 day" and is likely to remain so until another economist steps 
7 ahead of Keynes. The writer would hazard the opinion, neverthe- 
loss, that the first Government to practise Keynes' theory honestly 
: and fearlessly, creating debt during deflation, redeeming it during 
inflation and adapting taxation to complement monetary policy, 
10 could control an economy much more successfully than hitherto 
11 and thua without resort to socialistic ideas which otherwise gain 
12 political support. But Governments have now practised monetary 
13 inflation so much and for so long without attempting to reduce 
14 outstanding purchasine media when opportunity arose, except in 
Canada, thata question arises as to whether they will have the 
15 
chance to mend their ways. 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
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B - THE BANK OF CANADA - ORGANIZATION 


In the light of the foregoing, The Bank of Canada, in 
my view, adopted a restrictive monetary policy at the wrong 
time because it failed to recognize cost inflation, deriving 
from excessive capital investment which was feeding on exces- 
sive capital in-flow, as the main economic threat and instead 
appeared to fear demand inflation which, since to the extent 
it existed derived from capital sources, could have been ex- 
pected to disappear with the end of the investment boom - 
indeed Central Bank Policy appeared to reflect a phobia about 
demand inflation long after 1957 when demand from all sources 
was deflated, But if such a view is controversial it seems 
beyond dispute in 1962 that The Bank of Canada's policy from 
1956 to 1961, 

a. was dictated by one individual, its ex-Governor, Mr. 

Coyne, who could ‘not have been infallible, and 
b. was not complementary to Government policy. 

If these conclusions suggest that the Central Bank should 
be provided with a better source of economic guidance and 
should be contrelled in the last resort by the Government, 
wisdom cautions that it should still be given the largest possible 
measure of independence consistent with such Government 
control in order to protect Canada from any risk of exces- 
sively irresponsible Government interference - if it appears 
to be desirable to protect Government from Bank it may be 
equally desirable to protect Bank from Government, 

This suggests that the various Bank Acts be amended 


to provide 


a. A permanent Economic Council for the Bank of Canada 


which ig also available for consultation by the Government. 


Thereby would Canada be assured of the services of such 
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a Council irrespective of political sentiment in this 
respect. For conventence this Council should - 
Comprirne The Bank of Canada's own full-time Direc- 
ters who should be appointed by the Government solely 
on thoir {ndividual merits as experienced practical 
ecancrnists, bankers, and bueinessmen of the highest 
calibre, irrespective of their political affiliations, 
Indeed, known or recognizable political bias should be 
a disqualification for appointment, 

In order to represent regional as well as national eco- 
nomic interests these Directors should number aix, 
four of: whom should respectively represent the Mari- 
time Provinces, the Quebec-Ontario industrial complex, 
the Prairie Provinces and B.C., while the other two 
piculd coordinate all interests into the national objec- 

These six Directors should be additional to the 

Governer and Deputy Governor of the Bank of Canada. 
In tho interests of continuity, each Director should re- 
tire in rotation annually, including the Governor but 
excluding the Deputy Governor, to provide maximum 
seven-year appointments. Directors may be available 
for re-appointment. 

The Board of The Bank of Canada should be responsible 
to the Minister of Finance for coordinating monetary 
policy with the Government's fiscal policy as well as 
for advising the said Minister on economic affairs. 
But, in order to maintain maximum independence 
for The Hank of Canada, the Board should report at 
least semi-annually publicly to the Nation on economic 
affairs. Inthe event that such public reports conflicted 


with Government policy this would bring such conflict 
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1 
2 
3 
4 into open debate (as in fact the Fleming-Coyne conflict 
5 did) thereby providing substantial protection for the 
Nation against irresponsible Government interference - 
; if euch public reports were compulsory, National 
, prestige should not suffer unduly from public debate 
8 since the latter would have informative and educational 
9 value to the benefit of all. 
10 f; On appointment, Directors should resign from all 
11 previously held appointments, in compensation for 
p which and for their services they should receive high 
salaries which are competitive with those for similar 
13 
positions in business, 
14 
15 
16 
17 
18 
19 
20 
21 
22 
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C - BANK OF CANADA - OPERATION 


In the introduction to this brief, the developing role of monetary 


management as an economic force has been outlined, and reference 


was made to the fact that after 1957 interest rates remained inex- 


plicably high until 1961 in spite of a rapidly increasing money supply 


Cc. i. 


If it ig possible to express Keynes! main theory in regard 
to interest rates briefly, it may be said that he advocated tn- 
creasing the money supply through deficit financing and mone- 
tization of the resulting new debt in order to create greater 
availability of credit and to force corresponding low interest 
rates to stimulate consumption and/or investment in periods 
of deflation. Vice Versa, in periods of inflation he advocated 
budgeting for surpluses with which to redeem debt and res- 
tricting or even reducing the money supply to force interest 
rates up in order to restrict demand and investment, This 
is really the whole essence of his theories which Govern- 
ments endeavour to practise. Since chronic rather than acute 
deflation had set in by 1958 the present Conservative Govern- 
ment had advocated the first alternative prior to the election 
in 1958; that is to say, it advocated increasing the money 
supply to bring dewn interest rates, and, in fact, budgeted 
deficits for the purpose. You are invited to see what happened 
in Canada when the money supply was increased steadily after 
1957 from $11. 923 billion to $15.035 billion by December 1961. 
Ninety-day Treasury, bills, on which the so-called Bank Rate is 
fixed weekly at .25% higher than tender prices, fluctuated 
throughout the period from 3.62% in December 1957 down to 
0.87% in July 1958 up to 6, 16% in August 1959, when the eco- 
nomy was still deflated, down to 1.70% in Reatienbae 1960 


since when it remained fairly steady around 2-1/2% through 
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most of 1961. So the increased money supply only occasionally 
reflected itself in cheap money and once was reflected in the 
dearest money ever experienced in Canada. Since it takes 
weeks if not months for Bill Rates which fluctuate weekly to 
indicate a trend, and since Bank Rate fluctuates with Bill 
Ratos, there was no clear notice to the money market - nay, 

to the country as a whole, of the intention of monetary policy 
except insofar as it is indicated annually by the Budget. 

This automatically tends to thwart monetary policy as it does 
also investment in debt because the latter investors, whether 
institutional or private, are kept guessing as to interest trends. 

Vienne is the fact that neither Treasury nor Bank Rates were 
or are reflected in Chartered Banks! lending rates. The prime 
rate, after having reached its legal limit at 6% in the summer 
of 1959, persisted first at 5-3/4% and then at 5~-1/2% where 
it le today. 

It should be obvious that monetary policy as expressed by 
the Central Bank's interest rate is automatically rendered in- 
effective as an economic weapon if it is not fully reflected 
throughout the country through Chartered Banks! lending 
rates. International experience shows that the latter's prime 
rates normally exceed minimum Bank Rates by about 1% and 
maximum Bank Rates by 2% or slightly more. Put another way, 
there is little point in trying to restrict demand through a 
curtailed money supply -and resulting very high Bank Rate 
unless the latter is in turn reflected by penal interest rates 
charged by the Chartered Banks. Vice versa there is equally 
little point in inflating the money supply to force down Bank 
Rate in order to stimulate demand through an abundance of 
cheap money if proportionately cheap money {s not procurable 
from the Chartered Banks. 


You are asked to note that when Bank Rate reached its 
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highest level in August 1959 at 6.41% the Chartered Banks! 
prime lending rate went to its legal limit at 6%, thereby 
minimizing the force of restrictive Bank Rate (had the latter 
been intended) and vice versa that when Bank Rate reached 
its more recent low at 2.26% in August 1961, since when it 
has barely exceeded 3%, the Chartered Banks! prime lending 
rate persisted at 5-3/4%, thereby thwarting monetary policy 
except insofar in each instance as corporate borrowers are 
not too much influenced by interest rates because present 
methods of taxation result in the Government paying 50% of 
interest charges, This latter phenomen surely suggests 
that the differential between high and low prime lending 
rates should be stretched to its maximum in order to render 
monetary policy more effective with particular regard to 
corporate borrowers. 

It should also be noted that when national economic policy 
favours reflation this essentially means stimulation of in- 
ternal demand in both the consumption and investment spheres 
of the private sector of the economy. In this case it should 
be evident that such a policy also favours discouragement 
of saving because Government, in order to practise deficit 
financing and monetize the resulting debt, must borrow from 
the Banking system and not from public savings which, in the 
circumstances, are relied upon to create increased demand. 

You are inyited to note that Chartered Banks customarily 
offerv-eporoximately 2% below their prime lending rate for 
savings accounts and hence, with prime rates at 5-1/2%, are 
now offering 3-1/2% on savings accounts whereas if the prime 
lending rate was now at, say, 4% or 1% above Bank Rate, the 
Chartered Hanks would be unlikely \o be offering much more 


than 2%, if that amount, on savings and in present circum- 
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stances might not be paying as much if presumed monetary 

intention was to have ite full effect. 

Hence, Chartered Banks! practice of fixing prime borrow- 
ing and savings rates at levels which do not reflect monetary 
policy as expressed by Bank Rate results in thwarting the 
purpose of that policy, 

Nevertheless, since the Chartered Banks rely on savings 
accounts for some 60% of their lending ability, a reflationary 
monetary policy might be defeated if such savings were dis- 
couraged by minimal interest rates, 

a. C..1. suggests that Bank Rate should be periodically 
fixed by the Bank of Canada, as it is in other countries, 
so that it clearly indicates to the whole country, including 
its money market, what prevailing monstary policy is. 
And eince it hae been suggested that the latter should be 
complementary to Government policy, a fixed Rate would 
also indicate the Government's economic intentions. 

b, Since corporate borrowers are, due to taxation 
methods, less responsive to high interest rates, the 
differential over a period between lowest and highest 
Bank Rates should be very wide, peaking perhaps as 
high as 8% or more, in order to force such policies 
into effect by discouraging corporations from borrowing, 
The Bank of Canada should be given full authority and en- 

couraged to vary Chartered Banks' raserve requirements 

which should be made much better use of together with more 
aggressive open market operations in order to force Char- 
tered Banks' prime lending rates to comply with Bank Rate. 

But, perhaps more important for this purpess, the Bank of 

Canada should become a willing discounter of Chartered 


Banks’ Bills or other first-class short-term paper, The 
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Bank of Canada might be ‘given authority in the last resort 
to dictate prime lending rates to the Chartered Banks if 
these weapons proved impotent - the Bank of Canada can, 
of course, force highest prime lending rates on the 
Chartered Banks with comparative ease by increasing their 
reserve requirements at the Central Bank and by selling 
bonds to them for cash and so starving them of funds, 
But, although it can influence, it can not similarly force 
on them minimum lending rates by flooding them with 
funds because the Chartered Banks might well resist a 
profit squeeze resulting from the low return on their 
loans although thie should only develop if low interest 


rates failed to increase the volume of loans, 
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1 
2 
3 D - CHARTERED DANKS 
4 Pisin dha To render deflationary monetary policy (C.2) 
5 fully effective there should be no legal maximum to 
6 Chartered Backs! prime lending rates. 
7 b. To render reflationary monetary policy equally 
8 effective and at the same time ensure that Chartered 
Banks are not starved for savings, (C.4.) these Banks 
4 should have greater resort to Bank of Canada for discount 
10 ai 
facilities and for loans, thereby helping the latter to pump 
11 evén more money into the economy if other methods men- 
12 tioned in C.6. proved ineffective, 
13 D2. The fact that the Chartered Banks have not lowered their 
14 prime lending rates sufficiently to reflect low Bank Rate 
+e has been mentioned (C.1,) - this can probably be attributed 
to several reasons, one being that the increase in the money 
16 
supply, having been brought about by Government spending 
17 through deficit financing, has been reflected in increased 
18 deposits in savings and turrent accounts with the Chartered 
19 Banks, but has not proportionately increased their lending 
20 powers because of fixed reserve requirements at the Cen- 
1 tral Bank and because of fixed minimum liquidity ratios. 
But more than anything else it probably reflects inability 
r of the Chartered Banks ta discount their Bills or other prime 
‘ig short-term paper at the Bank of Canada whereby they could 


acquire funds to compensate for reduced savings resulting 
from minimum interest rates, But it alao begs the question 
as to how aggressively the Central Bank has bought bonds 
frorn the Chartered Banks for cash in an attempt to flood 
thera with money. Action of the bond market over the last 


few years points to minor use of this weapon, Lut apart 
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from these probable reasons there isa perhaps not wholly un- 

justified suapicion that the Chartered Banks, having been 

penalized by the legal 6% limit on lending rates «hen Bank 

Rate exceeded 6%, and conscious of the possibility of a profit 

squeeze resulting from lower lending rates, may be resisting 

the latter consciously, Is there not some truth in the belief 
that Chartered Banks! prime lending rates bear a closer re- 
lationship to those same Banka! profitability than to Bank 

Rate, particularly when the latter is in present circumstances 

stripped of all power to make itself effective? 

a, If steps are taken to render a periodically fixed Cana- 
dian Bank Rate effective, and if particularly in reflationary 
periods this exerts a profit squeeze on the Chartered Banks 
through forcing down prime lending rates and the volume of 
savings, there would appear to be areas for profitable ex- 
pansion of Chartered Banks' business which the latter have 
not made full use of and which, if developed, could provide 
some compensation, For instance, overdrafts or unge- 
cured call loans, which should automatically command 
1/2% to 1% or more interest above prime lending rate, 
have been developed to a high degree, and considerably 
more than in Canada, by the British Joint Stock Banks. 

In Canada this business appears to court the stigma of 
privileged borrowing, but what borrowing is not privi- 
leged? Admittedly development of such business ona 
really broad scale similar to that practised in Britain 
may entail a more personalised banking relationship 
with customers in Canada than presently exists, but, 
because of the very nature of banking, this might be 


desirable. 
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1B a 


The foregoing comments, particularly in D,2. and 
D,2.a. automatic ally beg the question as to whether 
Chartered banking costs are too high in Canada. Canadian 
society as a whole may be justified in questioning extrava- 
gant competition which seems evident by the enormous 
number of a single Chartered Bank's branches in cities, 
often within a stone's throw of each other, to say nothing 


of their proximity to competitors! branches. 
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1 
2 
rE - NEAK-MONE. Pee li, ai LOS 
3 i eae ecg oe NTS 
E.l. ~t has been suggested that the Bank of Canada ¢a~ rot 
4 
fully exerciee a monetary policy because the so-called "near 
5 tw $ 
money" institutions need not and tend not to cooperate - the 
6 Chartered Barks support the view that these institutions 
7 should be Subject to the same control by the Central Hank 
8 which they themselves are subject to, 
9 The "near money" institutions can broadly be divided irto 
two categories:~ 
10 
consumer finarce institutions, viz. finance companies 
11 
and all retail business which extendg credit and 
12 : ' r 
investment institutions such as Trust and Insurance 
13 Companies 
14 It is assumed that we believe in the competitive free enter- 
15 prise system. In this -ase it should be recognized that both 
16 categories present competition to the Chartered Banks which 
should not be disrupted more than is necessary to ensure 
17 
maximum effect for the Central Bank's monetary policy. 
18 
a. Since consumer finance institutions can be and have 
19 been controlled successfully by Government regulation 
20 respecting percentage of down payments and period of 
21 term credit and since such regulation has a direct and 
22 therefore rapid effect on consumer demand, these institu- 
23 tions need not be brought under control of the Bank of 
Carada - their terma of credit should be directed by the 
Minister of Finance according to prevailing monetary 
palicy, 
E.2. Investment type institutions such as Trust Companies 
which use and lend short-term money are already strictly 


regulated by the Trust and Trustee Acts = they have little 


recourse to the Chartered Banks and kerp taeir rates highly 
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‘competitive with the latter's, They tend, however, to pay 


higher rates on deposits which, other than for increased 
capitalization through new financing, represent an important 
source of loanable funds. Strangely enough the latter are 
commonly said to be available to eer a deflationary or 
tight monetary policy when the Chartered Banke are dis- 
couraged from lending by the Bank of Canada. But if the 

Chartered Banks were allowed to charge penal interest rates 

on such occasions, as recommended, it would be strange if 

the Trust Companies did not follow suit. A better criticism 
of the latter, which has herein also been levelled at the 

Chartered Banke, is that in refletionary or cheap money 

periods their higher rates for deposits may attract savings 

which dre at these times required to stimulate demand. But 
here again means have been suggested whereby the Bank of 

Canada can more aggressively force Chartered Banks! inter- 

est rates down as well as up and it would be strange if compe- 

tition allowed Trust Companies to pay high rates for deposits 
when the banking system was not competing for the latter. 

a. Trust Companies and similar institutions should not 
be brought under direct control of the Bank of Canada 
since they provide competition for the Chartered Banks. 

b. Insurance and Mortgage Companies do not habitually 
lend call and short-term funds which, unlike term loans, 
are mainly affected by monetary policy. Their activities 
in respect of underwriting will be dealt with under matters 
effecting the money market. Due to the term nature of 
their business there would appear to be little point in giving 
the Central Bank more authority over them than it can 


exercise through interest rates, 
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1 
2 
3 F ~ MONEY MARKET. 
7 Ft. Since the writer has not been in the "actual! money market 
in Canada, he refrains from comment about its operation and 
; chooses instead to comment about two aspects of its broadest 
6 functions which are to facilitate to the Breatest extent joining 
7 sources of money with uses for money, both sources and uses 
8 being legion, In this sense the market will first be discussed 
9 from the point of view of how it serves this purpose - can it 
10 be improved? 
You are invited to view the money market's function in a 
2 relatively sparsely-populated but nevertheless huge country 
2s in area and to remember that concentration of populations 
13 are closely related to concentrations of wealth which, in its 
14 various forms, is the source of money. In this light a common 
15 disposition to regard the Canadian money market as a child of 
16 the London market which services, insofar as its internal 
W function is concerned, a highly concentrated population within 
the small area of the British Isles, may lead to misunder- 
2 standing of its function as much as to a poor assesament of 
ad its use. If we relate the position of our market in these re- 
20 spects to the more or less similar position of the New York 
21 money market we might usefully question whether the latter 
22 has really served its purpose as usefully as it might through 
23 being concentrated so much in that city - in earlier days 
oA when development of, tay, California was at about the stage 
in which B.C, finds herself now, it may be asked whether 
25 . 
that State might not have reached its present stage even 
= faster had it not been for a natural tendency for investment 
27 te concentrate first close to its main sources - London is 
28 but a atone's throw from Liverpool but, in spite of jet aircraft, 
29 New York te wtill a lorg way from California, A similar 
30 | 
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1 
2 
3 situation {s more recognizable in Canada's less developed 
4 condition wherein our West is still a long way from the 
eastern money market's thoughts. This is not to gay that 
; B.C, is neglected by the Canadian money market centered 
6 in the East, but it {s worth remembering that, had it not 
7 been for indifference in Montreal and Toronto to the birth 
8 of the oil industry in Alberta in 1947 less of that industry 
9 would be owned by U.S. interests than is the case today. 
10 Yet, back in 1950 or 1951 much less 1947, huge quantities 
1 of money were generated here in the West through insurance 
premiums, banking services, transportation, etc., which 
- automatically found their way to Montreal and Toronto where 
13 ‘ 
they became available for investment in fields, which because 
14 they were close to these cities, automatically had prior 
15 claim to the West. 
16 The money market in all its phases will certainly remain 
17 concentrated in the largest centre of wealth, which is the 
is Eastern industrial complex, but the foregoing is to suggest 
that everything possible ‘should be done to avoid over-concen- 
- tration in the East to the detriment of the rest of Canada - 
mm Toronto or Montreal is not London in this respect, This is 
21 to say that, since money makes money, that generated in 
22 the West should be encouraged in every possible way to seek 
93 employment in or through the West - the latter means that 
24 if direct investment is not available or sufficiently attractive 
95 in the West money generated here should not have to flow 
East for security investment. We are trying to develop 
26 
Canada - not Eastern nor Western Canada! 
ait In the light of the foregoing it is worth pointing out that 
28 | in these reapects Western Canada is even worse off than 
29 
30 | 
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are Western U.S. States, due to the concentration of our 
banking system in Montreal and Toronto - few U.S. States 
do not have their National State or City Banks, and indeed 
California is the home of the huge Bank of America which has 


Concentrated its business inthe West. These Banks undoub- 


‘tedly represent a source of funds which is more available to 


thetr related localities than are similar funds in the hande of 
our Chartered Banks. It is not denied that, due to their con- 
centration, our Chartered Banks probably represent a 
stronger Banking systern than do their opposite numbers in 
U.S.A. in spite of the Federal Reserve organization, but 
neither can it be denied that in the particular respect dis- 
cussed the U.S. system has certain advantages over ours. 

In the light of the foregoing (F.1.) security investment 
will be discussed as components of the money market in 
its broadest sense, 
THE BOND MARKET 

Bill brokers are the hub of the London money market. 
Since these are absent as such in Canada the market is 


largely operated by bond dealers who, of course, should be 


‘among the market's customers! This may present some con- 


fliction of interests but there seems to be no ready alterna- 
tive to the market's composition - discussion passes to its 
investment functions first in respect of bonds, the two main 
sources of debt being Government and industry. 

News relating to investment in debt is available from Bond 
Houses, but how much and how topical is it compared, say, 
to stock market news? During prolonged periods of inflation 
bonds are out of favour - stocks are in favour, but, apart 
from the fact that this may not always be the case, if money 


is to be fully employed, there must be informed investment 
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on the largest scale, The most important source of all 
funds, the public owners of savings, have the most super- 
ficial knowledge of bonds, and virtually none about Govern- 
ment operations which may considerably affect price and 
yield trends. In other words, action of the bond market, in 
‘spite of having considerable influence on stock markets, is 
largely a technical question for bond dealers and inetitutional 
or substantial private investors ~ and is considered to be 
above the heads of the public, which means that it ie above 
the heads of the largest of all sources of money. This is 

not similarly the case in Britain or in Europe where the public 
{a informed by much greater publicity given to all forma of 
Gavekorhhnt operations such as funding and Gilt-edged or 
Rentes markets in London and Paris respectively are dis- 
cussed topically as much as are stock markets - here in 
Canada stockbrokers are actually discouraged from trading 
in bonds because bond dealers, except for purely technical 
separation of principal from customer, deal with the public 
on terms which are virtually wholesale in the eyes of a 
stockbroker. All this hardly seems to be in the interests of 
broadening the money market in this important sphere, either 


from a territorial or diutributional point of view - indeed, it 


‘begs the question why inventories of bonds should be carried 


by anyone any more than are inventories of stocks - why bond 
issues can not be underwritten and distributed just like stocks 
and thereafter marketed between buyer and seller in the appro- 
priate market-place which, in the interests of Canada as a 
whole, appears to be & Bond & Stock Market in which Govern- 
ment as much as Public operates openly. What else are "open 


market operations''? 
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F.Z. 


a. The foregoing comments (F.1. and 2.) suggest that 
all bonds, that is Governments and industrials, should be 
listed and dealt in only on Canadian Stock Exchanges which 
should become Bond and Stock Markets where business in 
all bond and debenture debt is transacted, and published 
continually exactly as are transactions in shares, and that 
no wholesale or off-market transactions should be allowed, 

b. In order to render Government "open market operations" 
in fact open they should be conducted on the principal Bond 
and Stock Market either in Montreal or Toronto. To facili- 
tate this, a senior official of the Bank of Canada might be 
granted privileges of such a Bond and Stock Exchange to 
erable him to act in such Exchange as the Government's 
Agent, or, to use the English term, as Government Broker. 
His transactions on behalf of the Government should be 
published in the same way as has been recommended for 
any other transaction, His business would, of course, 
exclude Treasury Bills, the tender e and purchasing of 
which can be handled as at present, so his business would 
largely involve funding. 

C5 A fixed scale of commissions for dealing in bonds 
should be set by Canadian Bond and Stock Exchanges in the 
same way as is presently set for shares, and this should 
be applicable to all dealers, on whom they should be en- 
forced, These commissions in respect of bonds should be 
graduated down as volume of single transactions rises, 

d, "Off market" or wholesale transactions in bonds 
should be prohibited, since in an entirely open market 
there seems little reason for any firm to carry substan- 
tial inventories of debt descriptions any more than one 


would do so in respect of shares, 
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4 6. In the interests of developing the money market in 

5 all its spheres to the maximum throughout the breadth of 
Canada, no Bond and Stock Market should be allowed to 
make any rules in any respects which are deliberately 
designed to the advantage of one Exchange over another, 

i In order to ensure maximum distribution of invest- 
ment business better means should be found to encourage 

10 as many companies as possible to list their securities 


11 on all Bond and Stock Exchanges in Canada. 
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G - CUPRENCY EXCHANGE 


GQ. Os tain chartered Bank Presidents have suggested that the 


exinting "manipulated" Canadian exchange rate should be fixed 
in terms ef U.S. dollars so that it can fluctuate only within 
certain fixed upper and lower limits as do the currencies of 
all Western countries who are members of the International 
Monetary Fund, 
| It is true that Canada is the only member of the I. M.F. 
‘who does not comply with its rules in this reapect, but Canada 
is also in a category by itself among members of the I. M.F. 
which suffers from an extraordinary phenomenon which is 
virtually without precedent - no country has ever experienced 
a comparably large investment by a foreign country (U.S.A.) 
which was unwilling to purchase the products of that investment, 
This is even more phenomenal when it is realized that ie 
bulk of this foreign investment in Canada took the form of 
equity investment rather than lending so that U.S.A. is not 
only unwilling to purchase the products of her investment 
here but she is thus willing to limit the profits of that invest- 
ment also. Had it not been for this it is reasonable to suppose 
that, as foreign investment in Canada increased, particularly 
‘in the last 15 years, our exports would have increased pro- 
portionately, although in arrear of the investment, since we 
could not possibly consume these products internally. In 
this case Canada should not have suffered a dangerous deficit 
in her balance of payments, It should be obvious that, had 
it not been for capital in-flow which steadily increased our 
exportable surplus, the deficit in our balance of payments, 
resulting {rom inability to export sufficiently while steadily 


having to pay more interest and dividends abroad on in-flowing 
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capital, would have been reflected long ago by a substantial 
discount on our exchange. It is therefore submitted that our 
exchange rate is not subject to the ordinary stresses and 
strains which affect most countries, and that, if Americans 
are still willing to export capital to Canada in face of our 
huge deficit in overall payments which has exceeded $1-1/2 
billion and now nudges $1 billion annually, and if they persist 
in restricting imports from Canada, in spite of these being 
so largely the products of their own investment, we appear 
to have nq alternative other than to take special measures 
to correct this situation since a continuing capital in-flow 


has proved capable of forcing our exchange to a premium, 


.which made it even more difficult to export while it encouraged 


importing, to the further embarrassment of our overall 
payments position - these special measures took the form 
of manipulating our exchange rate in our favour, and it is 
hard to see what alternative could have been as easily 
adopted. 

Some suggest that the cost to Canada of eenind her ex- 
change rate down may prove prohibitive. Indeed, if exports 


continue to rise faster than imports as a result of our 


‘exchange discount, which would create increasing demand 


for Cannzdian dollars with which to pay for them, this might 


‘be the case, But is this an argument in favour of a fixed 


rate of exchange, albeit at a discount, which does not relieve 
the rears involved from the cost of maintaining it, although 
by thus complying with I. M.F. rules Canada might be ina 
better position to receive assistance from the I.M.F. if 

she needed it? Before agreeing with the I, M.F. to fix our 


exchange at a certain rate, it would appear to be wise to 
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let. the situation develop further in order to be sure what 
rate would be the beat. 

It has been argued that fixed rates of exchange favour 
international trade because exporters and importers know 
better where they are and hence would be in a better position 
to make longer-term commitments, There is something 
in this, particularly from the competitive viewpoint, when 
euch tradere in other countries may have an advantage over 

Canadian traders inthis respect, But it hardly justifies 
fixing a rate of exchange promaturely before the mogt 

isi ile practical rate has been ascertained. It is worth 
noting that the rise in exports in-the first 10 months of 1961 
compares very closely with the approximate 7% more favour- 
able exchange Ee which was established during that period, 
but that a very large jump in imports took place in October 
since when an even larger increase has been reported for 
Noyember, This strongly suggests that the advantage of a 
4% discount on the U.S. dollar is neither sufficient to assure 


balarce cf our overall payments by increased exports any 


more than it can by penalizing imports - it may well be that 


Canada needs a larger discount, 

it should elao-be noted that arguments in favour of a 
i... toge rate fail to recognise the value to an economy 
of floating rates through their historic ability to check or to 
correct economic distortions. Admittedly international 
movements of short-term funds even under a fixed rate 
structure have by no means lost this power, as we have seen 
only too frequently in the last year or so in connection with 
several Evropean countries and U.S,A., but it is doubtful 
whether foreign short-term funds in Canada ever amount to 
a wuffictent quantity to seriously influence economic direc- 


tion by their entry or withdrawal. It is estimated that some 


fuslw ote sd of teb20 a! veddel qoleveb inbinlesies ent iol 
wjasd adi ‘a blyow stat 
quovel egusidoxe to eetmt boxil tad! beugta ased ead 3 ay 
work eretrogmt bas @ustioges osusaed ebsti Lanolismieint 
noliiqeg 1etied 2 nl od bluow toner bas eta yest otedw tetied 
gatdiemoca st szefT eieemdiiamed miei-teycol eden oF 
now antogwaly evifiteqeros eft mont yitalusiiteg ,eid? ab 
zSvo sgairsvbs te evad yaa eeiiitvos redte ml atebsss dove 
‘welliient yibxed ti iv Jjosqaes sid? ni esha siattranlatr 
taorx od} exoled yletetantete ageadoes lo ofa7 a gaint? 
divew e! 42 ,bortatrecsa aosd ead eter Leolinagrg stan tains 
1981 to sdieom Of saxtt ofi-nt eftogxe mi seit ons tad? gnision 
-7uO981 stoo &) stastixo1gga adi diiw ylsacis yiey eevteqitios 
sbolreq ta? patavh badalldates eaw doidw ssa agnacdoxs wide 
sedoieO ci scelg toot efieqral al geet egzal tee a sasts sued) 
10? bettegai ved aad case toni septal nO a8 nodw soate 
& to syeinnvhs oi fad? ecaoggrve yigcotia ettT  . tedimayot 
ewes of ingiolttes sedties ai talleb .4.U ol? ao tnuoseth es 
{os etiegxs besastart qd siaseryag lareve swo lo enntlad 
ted ad Hew yar 1) ~ siteqm: gotaliaasg ¥d nas dk medi # Tere 


tawogalb 1egtal 2 tbseq abarad. 


ne ee ee 7 
SSS ee eee 
ee ee 


23 te «awoval ol siasougis tacts beton od ole bivedest » 
_Yarouse? me 09 sulav ed? e2iayoaet of Lat otat ogres’. ia aR 
a3 to Xoeds of yttlida obtofeld od? dguoul! eetas gucci nett to 

jaxolisazeiai ¢ihestimbA jenobizotath stmorcae joe tion 

efax bextl a weber aeve abtvl peret-Iiere to stasrnevont 

‘geen ovad awen ,teweg sidt teol ensem on-yd evad etidon ste 
ditie solisnnoos al ot 20 tavy seal edt ai yOaeupett 0% yao 
futtdnod si th tad ..A.8.U baa welainvos masqeiu™ Ieicver 

of iawenss cewe abana) nt ebaud nries-tiode aytorot sottedw 


~eulh olarokepe soneufiat eveltes of ylteaup inetoitin 6 


> 
J ae 


p jadi botamutiac ot st. 


Nethereut & Young 


TJerente, Ontarie A276 
1 
2 
3 
$300 million to $400 million of short-term funds possibly 
‘ left:Canada when the Government arnounced last year that 
5 it would take steps to pbinie the premium on our exchange, 
6 and tt ida fair conclusion that the sum withdrawn represented 
* total foreign short-term funds in our market at the time 
8 except for a small quantity needed permanently for working 
9 capital purposes, In this case virtual total withdrawal of 
short-term funds from Canada last year, encouraged by 
zs advertized Government policy purposely designed to reduce 
i the international value of our dollar, was only capable of 
12 moving our exchange rate down by about 7% which has 
13 achleved’no more than a slight improvement of exports but 
14 no real pressure on the direction of. our economy. Therefore 
15 the conclusion remains that a much greater downward reval- 
16 uation of our currency in terms of others than can be obtained 
by voluntary movement of funds may be needed to alter our 
W terms of international trade sufficiently in our favour, unless 
18 we are prepared to take other and more practical steps to 
19 reduce costs and to render them competitive. This is as 
20 much @ political - industrial as a monetary question but, until 
1 it is solved, there seenss no alternative to using our exchange 
22 rate as a corrective, In this case, since the rate must suit 
unstable economic conditions, it could hardly be effective 
‘a for any length of thue if it could not respond, or be "in- 
” fluenced" to respond to changing conditions which means 
s that it may not be effective if it is fixed. 
26 While deploring the circumstances (cost inflation at home 
27 and U.S. import policies abroad) which call for exchange 
28 manipulation, one can only conclude that:- 
29 
30. 
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Gal, a. The question of fixing the Canadian exchange rate 
in terms of U,&. dollars should be deferred indefinitely 
and should be a subject for periodic examination in the 
light of future developments by the Directors of the Bank 
of Canada in their proposed capacity of an Economic 


Council. 
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1 
a SUIQARY OF PATE 
SUMISTICD TO TH ROYAL COMMES STON ON NANKING AND PINANCH 
3 aise) (580 worde approx. 
Necanrse we reoocnizse that advances in Lnowledce are dependent 
4 upon the questions asknd, we think Lt umeful ot this time to raiee 
5 sore pertinont questions and au,cest plausible Gn swore. 
1. Ie the money supply at prenont "adequate"? (p.L of Brief) 
6 The relationship betwoen Gross National Product and Noney 
Supply since 1943, shown in Greph Nowk, implies that tho supply 
7 of money at present is not "adequate". Purthermore the leading 
theories on interest rate determination suryport the eonteantion 
8 that the present restricted money supply and consequent high 


rates of interost are a dra on the economy, 


9|| a. Are monetary restraints and stinnmld appropriate controls for tha 


short business cycle? (p.2) 
10 The Gata contained in our Tirlef leads us to tho conclusion 
iN that an “autonomous” monetary policy whereby the money supply ie 
incrensed in stop with the desired rate of dinerense in Gross 
2 National Product, aay 4) a year, is the most practicable, since 
1 the lags one might expect in the responses to monetary tightness 
13 and ease may be as lon; as a year, an’ the history of Canadian 
monetary measures provides fow grounds for expecting that an ad- 
14 mnistersd policy of correct tining and magnitude will be realized. 
3. What institutional changes can be made to modify the effects of 
15 hoardin;, and dishoarding? (pp 3. & 4) 
it 1@ reconmenmied that the requirement of a reserve ratio of 
16 & to 12, be removed for the Savings Accounts of the Chartered 
Bankes by havin; them keep reserves for their Savings Accountea in 
17 their Current Accounts, thus treating savings deposited with the 
banks similarly to savinys deposited with Trust Companies, 
18 Thore are a number of repsons for suggesting this change: 
a. The “pure rate of interest” de generally regarded ae being 
s the reward for parting with liquidity, and the exceas of all 
20 other rates is regarded as the return to riak bearing. Yet when 
the yield of corporate bonds feil to 477 dn early 1958, the re~ 
21 ward for parting with liquidity and for risk-bearing combined 
was only 2%, compared to 2}% paid on funis which were fully liquid 
22 and free of risk in Savings Accounts, This change would etrengthen 
. the liquidity preference determination of the rate of interest. 
23 b. The corresponding purchasing power of "savings" in Savings 
Accounts is not passed on to anyone for use. oe Banks should be 
24 encouraged to use true savings for long-term investment. d.Sav- 
ings deposits should not be inoluded in the Quantity ef Money for 
25 4% de overatated when minimum savings balances are so inoluded, 
6 and when total bank depesite are held constunt, a decrease in the 
Quantity ef Money is masked. @. Canada needs more savings inati- 
yy) tutions and this ehanje would encourage their development. £. The 
eshange would enable the tracing of money flows from savers to 
28 investors, providing data on dishoarding. 
29 | 
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Summary of submission to Commission on Pankin;, and Pinance a pe 
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Should the velune of residential construction ba insulated 
from credit control’ 

Vhat happens whon residential construction is dependent 
upon 2 OOnnetitive interest rete is demonstrated in “raphe “os 
2nd 3, %r ln -thaveltore raconmoniod that revitential canstruc- 
tion be insulated from eredit ecantrol te sonable a lew rato of 
intereet and to allow housineg to expand in etap with dormant, 
usually Catoruiined by "net faatly formation", agauming “ability 
to pay, 
jlow oso Conauwer sredit be wade available to "poor risks" at 
lower intarest ruted? 

Tt de HAld that the woet Adportont factor determining a 
personta ability to meet his eredit sbliyations is whother or 
pot ho stays ewployed, sad since the jsovernment tse beat able to 
mitAyate against a recession, then if private companies sannot 
make louns at Laterast rates unier tha current 16> and over 
Annual rates, the Sovernnent should eatablish a bank to do 306 
This vould bu merely extending to the consumer eredit field 
the principle adopted in vstublishing the industrial Peveloy~ 
nent bank to serve xrieks outside tho scopes ef thy Chirtered 
Danks. Yurthermore it ie recounted that institutions out- 
site the Chartered Danks Llemiin,; te consumers should be brouyht 
under regulations uore in line with those governing the actions 


of the Chartered Lani. 
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BRIEF SUMMITTED TO TIT ROYAL COMMISSION 

ON BANKING AND FINANCE 

osnceeninehnannnsettneseneteerr emancipated aonesrsparvannsenmst 
Sirs: 

This Brief is being submitted in response to the adver- 
tisement which you published. We understand that it will receive 
the consideration of the Comuission, but that the Closing date 
for its acceptance for presentation at the Public Hearings of the 


Commission for this B.C. area has passed. 


We think that it will serve a useful purpose at this 
time to raise some pertinent questions, being mindful of the 
fact that our advances in lmnowledge are determined primarily by 
the questions asked. If even one fruitful question is raised 
which night otherwise have been overlooked, then this submission 


has served its purpose. 


Questions for Consideration: 


1. Is the money supply at present "adequate"? 

2. Are monetary restraints and stimuli appropriate controls 
for the short business cycle? 

3. What institutional changes can be made to modify the effects 
of hoarding and dishoardings? 

4, Should the volume of residential construction be insulated 
from credit controls? 

5. How can consumer credit be made available to “poor risks" at 


lower interost rates? 


We recognize that it is one thing to raise questions -- 
quite another to provide plausible answers. Because our motivatio 
is a deep concern for the Canadian people who suffer the hardships 
consequent upon wrong decisions by those in control of banking and 
finance, we cannot be content to stop at the raising of questions, 


but have endeavoured to search out workable solutions to them. 


I. Is the money supply at present "adequate"? 


The accompanying graph which shows Gross National 
Product and Money Supply from 1943 to 1961 (Graph No. 1g 
implies that the slow increase in money since 1951 has been 


a drag on Gross National Product. 
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Submission to the Conrdsaton on Montkdnge and Finance, by !!.%.toore 
The Owediah ocononist, Gusatov Cassel, when pointing out 


the dLondvantases of the cold atandard claimed that aconontoe ex- 
panaion was eurtsiled becaunn gold discovery was not koeping pace 
eos potential economies Growthe "Up to the Var (Vorld Var I) a 
eneral economic cdevelogment 4n the world of Western oAivilidcation 
head been charactorized by a fatrly regular rote of progress of 3 


per cont annually. Tho averaye rate of grewth of the world's total 


stook of gold vory nearly corresponiod to that figuro . .« . As a 


uatter of fact, tho vorld's gold production was anply esufflelent up 
to 1916, but cfter thet yenr it fell more ond more short of the re- 
quirenont indiented . . . The aim of our monetary policy must be to 
create auch comfitions for the world's economy as will allow the 
Widest posailble room for progreaa.®* 

Thoan in favour of controlled monoy supply claimed, and 
lelaim, that such a aituatton could thereby be rectified. We support 
this contantion but submit that all of tha leading theories of 
interest rate determination lead to the same conclusion -- that the 
prosent restricted money supply and consequent high ratea of 7 


aro oe drag on the economy. 


2. Ara monetary reatrnints ond atinals appropriate control or the 


short buniness cycles? 
Recause the lags one would expect in the responses to 


monetary tightness and ease may be faa long 4a a year, ve question 
whether these controls are approoriate for the short buainesas cycle. 

when 4n the Pell of 1957 the industrial production index, | 
partly o8 a result of an earlier tightening of money supply, dedline 
from 162 in Juno to 143 in Decexber, an easing of money supply would 
not likely have arrested the depth of the plunge. On the other hand) 
a "tcx holiday" of two or three months on personal income, with 
emphasis upon spending thin tax refund in the interests of indreas~ 
Anz employment might have prevented some of the hardahip which re- 
sulted from the substantial drop in industriel production. 

An agereseaive policy of monetary ease could have etreng the 
the recovery -- if it had been maintained throughout 1958 and 1959+ 
In the event, long interest rates fell vory little at the start of 
1958 and rose to a new peak in 19596 

An “administered” monetary policy of the correct timing 
ami magnitude die conceivable but the history of Canadian monetary 
measures provides few grounds for expecting that the ideal will be 
realized. Thus the seoond best <- an “autonomous” monetary policy 


appears to be the most practicable course. There de much to be eaid 
for an increase in the quantity of money each year at the desired 
rate of increase in Cross National Product, eay by 4% per yoare 


EE ee eee 


I. «Cassel, Ge, “The Downfall of the Gold Standard", Oxford at the 
Clarendon Press, 1936, pp 8-9. 
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Terente, Ontario A282 
1 
2 
3 Submission to the Commission on Banking and Finance, by H.G.Moore 


4 3. What institutional changes can be made to modify the effects of 
hoarding and dishoarding? 


5 It 4s reco:.mended that the requirement of a reserve ratio 
of 8% to 12% be removed for the Savings Accounts of the Chartered 
6 Panks. This could be accomplished by having the Chartered Banke 
keep "prudent reserves" in the form of Current Account deposits 
7 with themselves. In effect their Savings Accounts would be treated 
8 similarly to savings deposited with Trust companies who in turn 
hold balances in the Chartered Banks. 
9 To ensure that the accounts are true savings, the chequing 
privilege should be limited to, say, one cheque a quarter, and the 
10 chequing privilege of Trust companies' deposits should be similarly 
restricted. 
11 There are a number of reasons for recommending this 
institutional change: 
12 (a). The “pure rate of interest" is canarally regarded as being 
the reward for parting with liquidity, and the excess of all 
13 other rates is regarded as the return to risk bearang. By 
this reasoning, the pure interest rate in Canada is the spread 
14 between the 2]% paid on Savinge Accounts, and the yield on 
savings bonds redeemable at par on demand, It would appear 
15 that the competition between the Chartered Banks and the Trust 
16 companies for savings accounts business has held up the general 
level of interest rates?! 
17 When the yield of corporate bonds fell to 43% in early 
1958, the reward for parting with liquidity and for risk- 
18 bearing combined was only 2%, compared to 22% paid on funde 


which were fully liquid and free of risk! There is an anomaly 


19 here. 
_(b). There 4e a further anomaly, While a person ise paid interest 


20 on Savings Accounts for "saving", the corresponding purchasing 
power is not passed on to anyone else to yse ~= the value ef 

21 bank cfedit outstanding is net increased. Thus, inereases in 
the minimm balances of Savings Accounts are drains eut ef the 

_ dncoome-expenditure fiow. 

23 The change recommended would etrengthen the liquidity 
preference determination of the rate of interest. New an in- 

24 crease in money during recessions drains inte Savings Accounts. 
If Savings Accounts were transformed inte non-monetary repos 

25 iteries of savings, a large increase in the quantity ef money 
would force down the reward for nen-liquidity to a lew level, 

26 (c). Because minimum balances on deposit in Savings Accounts 
for one quarter or longer are true savings, the banks sheuld 

27 | be encouraged te use them for long-term investment. 

28 
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fubmission to the Commisaton on Nanking and Finance, by It.().Moore 


3(o) continued 

If the chequing esecount Idabilitios of the bans 4a not 
large enough to enable them to provide an aiequate supply of loans 
to business and persons, then the supply of money should be dncrensod. 

(a). Savings deposite should not be ineluded in the Quantity of Money. 
Since they are personal gavinye, they exhould be oxpected to inerense 
Andefinitely in etep with personnal dncoroe. The guantAty of Honey 
de overstated when minimim savings balances are tnoluded and this 
leads to unwarranted alarm about demnylepull inflation. The rise 
in bank deposits of $1,100 millione during 1958 and 1959 appeared 
to many people to be an alarming increase. Hut Savings Accounte 
dnereased about 680° milijon and other deposits by only $300 mile 
lion. When total bank deposits are hold conatant, a decransg in 
the Quantity of Money io maskad. 

(e). Canada needa more savinga institutions, such as building and 
loan eociotios and farmers! banks, and the suggested ohange would 
epen the «ay for their development. 

(f). The rationalising of fovings Accounts would produce a tidier 
system anit make 1t eaeler Cor the soney flows from savers to 
investors to be traced. “"Liehaarding"® would be more easily ident- 
if ded because the dishverder would have to draw dom hie savinga 

account. 
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A lew interest rate for housing ie recommended and this ean 

ent be accomplished by dnsulating residential construction from the 
pact of credit controle, The prosent situation 1s shown by the 
cempanying graphs on housing starts and interest rates (Graphs Ko. 
and 3 respectively). In order to encourage housing starte, interest 
ates have been raised, anil the period of repaynent stretched to 935 
are, to effect the increase in monthly payments which would otherwise 
ve taken place. These mensures do not appear to us to be the moat 
ffective ar appropriate for quararteeing @ eupply ef housing in etep 
Ath demand. The accompanying graphs Aniiontoe what happens to housing 
tarte when NIA interest rate falle below compotitive ratos, and alac 
ow difficult 1¢ is to forecast the duration of the higher ratos. 
rthermore a repayment period of 35 yeara to enable the high Anterest 
aten’ hoi VRt Ih order to pay eff the mort guts LY? Pai stt Git ae Ve 
$ yeors, a pereon suet atart by the time he is» 30 years Olde 

It 48 recomended that residential conatruction be dneulated 
credit controle to enable a low rate of interest; to allow housing 
@ expand in step with demand -- usually determined by “net family 
ormation", assuming that the economy through a high level of employ- 
nt prevides the would-be house buyer with the “ability to pay". 
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Submission to the Conmtiesiton on Nanking ond Finance, by U.Gsioore 


5e Mow chn cennuner ovedit be mate nyatinhle to "poor riaica"” at 
Aower interanat maton? 

It fe aonumed that most poopla who buy on credit enter into 
their oblications with the intention and expectation of paying 
according to thotir agreanent. Tho moat important faotor determin-~ 
ing thoir ability to do go ie whothar or not thoy can keap their 
jobe., Thus, during the early presperous 1930's, 4% do difficult 
to eee that the riek ef mot collectiny; the leans ware commensurate 
with the Nish interost raten charced outeide the Chartered RPenka. 
Sinoe default te mainly the consequence of a receesion, interest 
rates in the order of 18% and 2475 annially might be taken to 
refiset the Loan Conpanioa’ expectation of the Government's ability 
to matntain fairly fall employment. 

Since the Government da beat able to mitigate agninet a 
receseion, am! thus the rate of defaults on Loans, 4¢ would seom 
logical for the Government to extond ite banking serviees to this 
area, If, in fact, consumer credit cannot be provided by private 
Companies under the present extru-ordinarily high annual rates, 
the Jevernment ourht te aatablish a bank to do ao, Sueoh a bank 
would not nonopolize the field, but might be expeeted to have a 
salutary effeot on intersst rates, as well as encournging greator 
efficienay. 

That tho intereat rote do unnecessarily high 4a dndteated 
by a development in the Inatalment Finance field. It io uncdoretood 
that new and used oar veriors and perhapa others whe, in making 
eales “on time”, provide cilente for the Inataimant finance Companica, 
receive a payment bask undox some of the finance plana. In other 
words, they recoive back a portion of the interest charged te the 
buyer. It would thue appear that the very high rates of intorest 
to the consumer on durable goods «= in the neighbourhood of 18;5 
er more annually «<- 49 in fact higher than the riek warrants, if 
euch a rate enables m payment back to the denler. It would appoar 
that the Finance Companies could make the sane profit while charg- 
ing a lower rate of interest. Instead of inorensing the numbor of 
Custoners throuzh — lower interest charge, the inducement has boen 
6iven to the dealer who brine together the customer and the Finance 
Cempany. 

In recowending a Government Consumer Credit Bunk, no new 
principle fa involved. The Industrial Development Jiank as initially 
eotablwahed was te operate in those areas considered too risky for 
the Chartered fianks. (I¢ has beon noted that in the pret year the 
Industrial Dovelopment Dank has indeed increased ite loana gub= 
stantially, and 1% fe hoped that tho defaults will indicate on 
extension ef bankin: services to sore venturesone risks.) 
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3) 3. continued 


There 48 another way in whieh tho porition of the eornuner 
who now borrowr at a rate of 2Y5 or 2° montity could he Anproved, 
and that fa by more remuilntion in tho Conmimer Credit fteld. At 
the present time there is vary Tittle reprintion or oontrol over 
6 Consumer Cradit outaide the Chartered Ponta. The Twoll Lean Act 
(1to3.0.1952, 026251) covers cortain Losna up to A not balance of 
7| $2,500) nets maxirun rites (2% por month on anounts up to $300) 
1% between that ant 22,000; and tbh on aume hotwaen $1,900 ard 21,700)3 


8 requires that repertes be sent to tho Sunrerintendent of Tretwrencesand 


that booke be moda avatiable for innmpection. Howewar, ont of the 
9] $2,264 miliion of Consumer Credit granted by Tnatalment FPinanoe Com 
panier, Smalt Loan Companica, Department fiterers nod other Pata 
10 Dealers, (up to September 1961, the latent tetal avalinblo, sone 
data being quarterly) only 9963 mAlifon come undowr the proviriine 
11 of the Small Loans Act. 
All of the forerning Conmmar Credit, unidke the Peroonal 
Loane of the Chartered Ranks 4n cuteide the direat impact of Central 
Donk polfietes, and outside the reguintions of the Nonk Act. Under 
Seetion 91 ef the Dank Act, the meximunm interest rate is ret at 
14 *6 per cent per annum and no higher rate of interest or rote of dia- 
count is receverable by the bank". The fact that the Chartered 
15|| Danke have increased their Personal Loans (those not fully esoured 
by marketable bonds and etucka, and excluding hons improvenont Loans) 
16 || frem €308 wiilion in 1953 to $1,030 million 4n December 1961, through 
more flexibio plans ant more aggrorneive advextiaing, vill onable a 
17 larger number of people who did not avail themselwas of bank ersdit 
befere, either through inability or ignorance, to do gv. 
18 where the rationing fnotor 4 not the price ef borroving 
money, the interest rate, but the monthly payment 4 the detem:in- 


19 ing factor, knowledse of the high intereat rates cherged by londere 

20 ef Consuwer Credit outside the Chartered Banks wild not Jiholy prove 
a deterring factor, if the borrower feels he has no altornnativas The 

1 borrower who, having saved tho down payment for a house, now requires 


a ateve and refrigerator, will pay an interest rate of 2e% ir the 

22|| monthly peymente through an fncrease in itength of term oan be made 
manageable. Nonetheless, clear statement of the annual rate in Age, 
23|| net emall print, ehould be required. Rejulationa of Consumer Oredtt 
lending inatitutions eutside the Nanking Syeatem should he eleser to 

24|| theee within the Banking Syetem. 

Beeause regulation by a Department of the Rank ef Canada might 
25 prove to be tee rigid @ control, 1% de resommenied that the maohinery 
established under the Department of Trade and Commerce to aid Small 

26 Businesses be extended to cover regulation ef Consumer Credit outeide 
the Chartered Danks, since the risk element in the case ef business and 


a pereenal leane ie elosely tied to business eonditions. , 
ALL OF WIXCH 13 RESPECTFULLY sURMITTED 7. eae ‘wEbLe 
28 by vs re ky hf fale ee O--t- eC 
Helen O. Moore (MresAsit.ioore) 
29 Housewife, teacher of econonice,eeonomic consultan 


y 
aire? 
¥ 


BIVON Holl Ch ganmenks hie artis om medentened of? oF noes bude 


erent T 
Senasasey Of? Te netitne att Mfokrtw ed yaw eeiona wh went . 


ebnvewmt of htves ptttnag 8 ae ONE Ye cfm wo Sa eworned wer ote 
fA sbhalk thease xornemerod orf otk sodgaiomen erom yd ad tate bew 


seve Loutrop oO anhinfersen atvene vray ef wxet? mek? Sneeery od? R 
Sok anayt thew et? ak Mra hartedernt wet eA say thbew) vemened he 


to Ganated joa o ef an noel ebhodtgo atavee (£05 Rad. SPRL» Dei o3T) | 
POON} oF quar efenerm mo ron ssa 8) eters rasan whee (O0R—te | 
(OUP. Et hee 400,19 page ert pone ae tay fir GNOO, £9 han faut? meowsad Xs 


baa peo AAT So Ieeleetehranu® att of area wd sfuoges Fett sorlepes | 
ota Ue 2G cxerenvel  roktosqant s0% oldatteva ehan od aloo tate | 
mney eorans't Snormlesent yd beating shrerd qemsaged Te maki Len #2e nt as 


ERM terte hen Roe Pron sceqet yanknewwed nant SLa paokeag | 
ews ,cidstiave Lagat fragml ocd S908 veduatqed o& qa} ,aaehaet i 
angliaitvenr, off rehw omae sob gee COPS vise {yinedaaup aitted admh — 


edo artnet idawi el? Io | 


Leseoee's o'9 athious 4 $ibond wertaned sihonone® ef te L2A0 os 
intitiad 2 toaqek Yeotkh ed ohtetun ab entrrat! besaiwat> ede Ro Aaa 
Senay tor Ago’ gf8 t4 saoksafimen ah? ebhedue betes ,unbod Leg and 
tn bon et tex Iseuerah sue toon aly (95A Amat oid te £Q 268 aed 
~sih So efng 20 tsevetel Io eies ser hA on bes muane uet SRE Teg as 
bekedeard 43 doc? toa eth 5 "ate? oft “¢ eidanewsoey aa daues 
Beuruoe qth? Son oeorit) anaot Lanouxet “keds beseonenk oved adnef 
fanseos Inewevevqni ened rabhetoxe Bae (toute biwe ehood efdatevnad eo 


Hgvond? .LO0L sidevnet mt woke ste CLG LS wd LOX mk masiibe HOC’ wogk Ip 


A aiden Lity ,gebateyeuhn erlonswyns eres baa annly eldivel? wsem 
éibewe sna te eeoviesrneds Bbave gan bah oby eLgood te weds gegned — 
OR Ch ef ,anmecertnd ve “ssifdank Agia conto he sone led 
wiivervwed Ye subwo et? gon et wetcak yatuokian ee weedy . 
“iaranteh elt ek Uomerpen ef teas ete Oud .afet Seexusemk ote etenoss 
esahtek wd bequada aegaxu CACROT RL Toke alt te anbelworot .netee? BaP 
ove, Ylotk? Sam Chie atuat hevedeald eff ebbegsm siher? xesmned to 
ot? savitamimete on wart of alee® sevavred mis RS .nelew) pabreeteh 4 
OPTLupHT COR ,enwel @ wl inemvag pred oft hervrae gnivat oedw aeeoreed 
od 32 TAL Ge e¢a% tenrsdnk me ‘any Ehiw PS Prnoghyics bes eweta # 
*ham ef Ree sriat te Asad ne euretons nm muons etneaqoq “Addo 
seruak ob eter Lou oft So trenetate santo steeleifomk .,eldseganen 
Pies veered Raekdalonet .headeee ed Of sresty pPubey Bier eq 
ov “eeels of hivesis mataya (iia wit GhRatoe enpReed he owed, naihbned 
eMeseun grihssedl arte aitdio seeds 

ailndee hares Yo Mina wt “he Some rage G “es MeL ndunes sanaeed 
‘wromhseas edt fad? Sehrieusoses we ot «doneree S Pinky oe? of ao wrrarg 
Kia’ Bae o2@ a> zenmaed betan ohm? te A race eae 8h One eines betahidaige 
obkedam J2herd tegwenc? te cahtaloges yewor cu delueiue ed eoasonkant 
hom eastieud Te ease edd wh dusmete ke by ont roma gerard Swasdrado oe 
2 Shue 48 bens 9 Heondand of bobs {loseis OR amewd Lares 
CX SN aS — TAMUGTOIAGN BK USE WO A 


Pe 25 \ 


sresmine tsar yeh rsa asad 
(eee ictleAseat} gree .0 pefelt 
& kganes PRSCTSS SBE RAGCITORS Bo terfoned .eRiwonarelt 


. . 0 
; a 6 erie, + Aa an 


| Dae pT SOR ST CIRC SO TRE Oey iar pag Mae LT Os ie Ee Sp Sees by ES ake beg, Aye bo Se Le PMOL moat Gh ome, Car Ce pee se aye gia ae 2. eS 
- $ t i at Bi i | { j Ea 1 i | (TTI hee 
T9,d Quemeyddng Atwu0w "3 | | im { im 4 a [ t T Cel {++i me ey 
Butsnoy 7 e8e8z0jy Tenua5 aia] ret [ hei rH il i 
| | | | Lt | i 
€%Z “ON sydery a [ | | Tritt 
quawatddns Ajyiuow ‘epeue5 6 { | (raul may anun aati a 
jo yURg PUE SEq-T “oN ydeI5 Z Stott + 
s90mMos { rit 
wO Tt: : 
- a | 
OS Ul | a 
gt 
<% ct : LH ¢ 
4 44 4 
Sg i [lien 
| | - 
bw bake a | 
| =>? 
~ i + on {| a 
oF ia . 
+ aa } j 
Gx wa 
j a 
| rt iz 
S21VU I8ZUaiNI Le, | 1} 
? cause | SS 
£€ “ON Hd VED co aan PCooeoe 
P. a [| TI ; 1 
es i > 
| | : | 
GE inf =< ET 
ory - — 
~Y vee 
> t Lt 
= Poe 
= = oon | | ee 
Wis 
ms te IC 
= = be a 
5 = 
= = sreTIOg 
tc ce vOTITTe 
. kK Kauow 
2 “ON HdVuUD a 2 
28 LONGOUd TVWNOILVN SSOUD UNV ATddNs AANOW if STEPS 
sreT0g - I ‘ON HdVuD 
re eg Mine ahs > 505) Bem = 00.) ON Fe ae Nee OS A Sek Loe 
m N it) “st —~ © dN eins = = _ =“ = - “4 = hal = N N N N N N N N N 


s -4 tas 
ee = oe 2 x =a4 
Se en 


_ 


BE 
#2 OER 

it Pe a 
ote 
i Bi Ke , | 


oS ae a as a 
! 
Mt | iat g 


Peep et 


=e 
ae i 


‘ sisliod 
Hunt 
pee 


ne! 


SEPATUSUE SURRRR ES EHRs CIE SEER 
_ Ll | C1 net Saaccanuene sa i 


eanee 
rh ieo elt title 
i ts : 


abana 
Reet 
ey 


ety rai Tt 7 
Thi petites beth 

paparsarteresseseestaeeeal 

SENEY SAE AGR TREN EY TOME TSE OM 
th 5 i 

ct 

eS 

otto 


i shies : ' wii oaa8 

ae Seat i 5 iacesene ; , ; i TI T " rr 
Tis.“ Re I es - ; 4 jj bntd anMed 
LOR Seen Rel Thor Pare fee ouam 

AER. ae emt | 1 H {ike OR BR Hw: 1 by i. 

Lat a Tess I t ‘ im i i Re ; i t Ne! aw: 3 

rt t aA RE TERRE 
“HEY has 
BY SERESE SR 
1 7 


as id 
Val er ; 2 tt : t 
SER E BEA Su ay Tolar _ me 7 or It or oe 1 oe : 
* : fo i aa! He hs Bs Oo ae 
B i 70% 1 peel tig itty me Ss 
; 5 is A | caaaeee 


pnb 


eS RES 


zoumMed 
to aneh bes cd - 1 yo dgerD 
Spemsigoue yintnel .shens> @ 
ES .o% sigs 
RMiZu0H & susyneM iepasd 
Lad snemsiqave yithnoM 


Ropyal Commission 
on 
BHanking and Finance 


Hearings 
held at 
Comontorn 
Wal. Mate. 
5 Flarch 19,196 2 


Official Reporters 
F.I.MNethbercut and BR.F.Doung 
Toronto, Ont. 


eis 6 OS 
6 aes 


t 


i 


“ee? 


iv at re 
4 


: . AD 
adh 


' 


, « We 
wu de om BS 


43 Plt 7 
rr Wi ne iA we Mula 
ye » Ag rh ru 
" [hy 5 ie 4 cf is ald , 
‘t PA eV 
} WL YU vy 
yi Rats fh, | 
Tee 


i 
WAS iw 
1 


“WA eee 
vith | eh i 7 
iB, vs ae hs 


* “te iy 
ast yy Ae , vi 
40 ria k. 
Néd Eth) \ 
, Jy 


VP 


ot 
aia 7) AA ° 
NIE YN 


f { 
al ei» 
fi Lo. 


ue & i tL 


s if? 


t/a 1% ( 
iz 


i = ‘ aN r 
ie’ 
ill 


ROYAL COMMISSION ON BANKING 


bak AND FINANCE 


DULAUAG MO WOT&aIMMOD JAYOH 
Hearings held at Edmonton, 
Alberta, on Monday, 
AOWAMLTY AMA 19th, 1962 


A ne re 8 a Re RE NG SN 


THE, CONMESSION 


MWre Gdédiirable Dana Harris Porter 
ief Justice of Ontario 
Toronto, Ontario - Chairma 


io s2sd Mr. W. Thomas Brown, M.B.E. 
. Investment Deader 
Vancouver, British Columbia 
| totmexdT .gntansM .0.8 .noH 
| OF€ siwdiaA tocwonivord eds teon, 0.5.5. 
Banker 
Toronts, Ontaric ; 


. to omgesd nota athhesrd 
Aye égriculturaligdredia 


Calgary ,Alberta 


Mr, Paui H. Leman 
Corporation Executive 
Montreal, Quebec 


Mr. dohn C. Mackeen 
Corporation Executive 
Halifax, Nova Scotia 

Dr. W.A. Mackintosh 
Vice-Chancellor 

ween's University 
Kingston, Ontario 


Mew Hs A, Hampson 


Mr, Gibles. Mercure 


29 


30 


Nethercut & Young Edmonton, Alberta 


March 19th, 1962. 


Terente, Ontaric 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


INDEX 


Page No. 
Hon. E.C, Manning, Premier 
of the Province of Alberta 336 
Credit Union League of 
Alberta 374 


Nethercut &é Young =3335 - 


(a ° 
Terente, Ontarie 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Edmonton, 
Alberta, on Monday, 
March 19th... 2962 


sbbw COMMS Sos0u. 


The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontario - Chairman 


Mr, W. Thomas Brown $ Me ees 
Investment Dealer 
Vancouver, British Columbia 


Mr, James Douglas Gibson, 0.B.E. 
Banker 
Toronto, Ontario 


Mey Gordon Lio Harrold 
Agriculturalist 
Calgary ,Alberta 


Mr. Paul HH, Leman 
Corporation Executive 
Montreal, Quebec 


Mr, John C. Mackeen 
Corporation Executive 
Halifax, Nova Scotia 


Dr. W.A. Mackintosh 
Vice-Chancellor 
Queen's University 
Kingston, Ontario 


Mr. H.A. Hampson - Secretary 


Mr. Gilles Mercure - Joint Secretary 


| . ts aay 
OUINUAG MO i aa Ne A" 


AOMAUIT GMA 


ie 3 ety 3 ‘oe rSs TON OF BAMKING : 
e-aotnombd ts bie egnixssH 


7 e YSDa00M no ,strediA 
| ? Cael ,AFCL soteM i) NCR 


WOLSSIMMOO SHYT 


ysatrod eiryysH sasd s{dsatonmoH ST 
otvstn0 ta soitewbl teind 
apmiisedd = oLtstnO ,otnoToT 


7 
ad 


seer 
- & 


-d,4.M ,mword esmonlT .W .1M 
atols9d tnoemteoval ee 

aie ace deitind «tevuoonsy jel 
anmning, Premiex 


ted 0  nogtt ee pee» geomet AtMer ta 336 lot . 
tesaAdsd _ 
ofystnaO ,otmor0T iy 


\ béegrsth:, dh: mobos ‘ eM = | ' 
A) Sertetiisiitivoltga 374 bem 
siredlA, yre3l590 


nmems.t .H [usd ,1M 
evitussexd noitstogi09 q 
osdeuQ .lssrtnoM io 


neesrosM aie mado Pie dy 
svityosxd aottsirog109 
sitoo@ svoul «xStifsH 


Sey 4, 
& ® ig 


_ Wintense2 ~ 


westoupad taiob 
2) ; 


Nethercut & Young - 336 - Edmonton ,Alberta 


Teronte, Ontarie ROR Ge ae ad leh 


THE CHAIRMAN: I will now call the meeting 
to order, the meeting of the Royal Commission 
Banking and Finance opening its first sitting in 
Edmonton, 

It is a very great pleasure, I consider it 
a very great honour to have with us this morning 
the Honourable Mr, Manning, Premier’ of Alberta, 
Mr.Manning, among your accomplishments has been 
the phenomenal development of this province over 
many years and I am sure that any remarks you wish 
to make will be of very special interest to us, 

We have all with pleasure watched 
developments in this province in many ways, 
especially during the last few years, the development 
of the oil industry, and we have also watched with 


admiration the way the various problems with which 


you have been faced have been overcome. It is a 
a very great pleasure to have you with us today. We 
Wi11 welcome any submission that you care to make, 


It ‘is not necessary, Mr. Manning, to stand. 


SUBMISSION OF HONOURABLE E.C. MANNING 
PREMIER OF THE PROVINCE OF ALBERTA 


HON. MR. MANNING: If I may, sir, 
I will stand during the first few words, 
Mr. Chairman, I would like at the ‘outset to 
let you know how deeply I appreciate your 
very kind introductory remarks and the comments 
that you have made with respect to the developments 
that we have been fortunate enough to see take 


place in our part of Canada. 
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, Mr. Chairman and Members of the 

2 Commission, I appreciate this Opportunity to appear 

Pe before you for two reasons. First and foremost, 

4 I wish to extend to you a warm and sincere 

5 welcome on behalf of the Government and the people 

é of Alberta. We attach great importance to the 
matters you have been commissioned to investigate. 

: We are glad that representative groups of our people 

are being afforded this opportunity to make known 

9 to you their views on pertinent matters relating 

10 to banking and finance. We Sincerely hope that 

11 much permanent good will come from your deliberations 

12 and the recommendations you will make, 

13 My second purpose is to offer a word of 
explanation as to why, as a Government, we will not 

os be making a detailed formal submission to the Commission 

a Upon receipt of the Terms of Reference governing 

‘0 your deliberations, we made a preliminary survey 

17 of the major issues with which we felt a 

18 comprehensive submission properly should deal, 

19 It was our conclusion that in order to make a worth- 

20 while contribution such a submission should deal in 
detail with at least the following six interrelated 

? subjects: 

2 3 ; 

1. An analysis of the impact of current 
sad monetary and fiscal policies on the Canadian economy 


with specific recommendations for monetary and fiscal 
reforms which would effectively induce maximum 
economic growth and expansion. 

2. A study of the extent to which the 
Canadian economy and standards of living suffer 
from inadequate financing of consumption with 
recommendations as to the most effective methods 


of correcting this deficiency. 
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1 3. Factual research into all aspects 
2 of credit expansion and contraction to establish 
3 the extent to which the monetary requirements 
r of the national economy dictate that credit control 
should be the responsibility and. funation of 
: government. 
6 ; A 
4, An examination of the impact that public 
7 and private debt has on the national economy and a 
8 projection of present debt trends to determine 
9 their future impact and the steps necessary to 
10 avert adverse consequences, 
“a 9. A survey of .the :essential..social 
capital requirements of all levels of government 
y and a study of the feasibility of extending the function 
z of the Bank of Canada to include low-cost loans to 
14 finance government-approved capital projects. 
15 
16 6. ,A study ofthe fiscal. needs .created 
17 by the constitutional responsibilities assigned 
18 to the Canadian provinces by theBritish North 
ie America Act to determine the steps necessary to 
ensure to the provinces financial resources 
_ adequate to discharge these responsibilities without 
a liapairing provincial autonomy. 
22 Each of these subjects is a broad, 
23 comprehensive field in itself. Combined, they 
24 constitute a research project of such magnitude 
25 that, in our opinion, it could not be satisfactorily 
‘a completed in less than six to eight months. The 
intervening time between the receipt of your 
™ Terms of Reference and the date scheduled for the 
a filing of formal submissions simply did not permit 
29 such a study to be undertaken, 


30 Because these matters have been debated 


ribano 2 


aw Ls 
etnomet iv pst wes enron ants dotiw ee tmetxs, 3 


BIO. 


deildstes ot noitost4n0s bas 5 doings 


‘i 


foxtmos tibsro sett eave ke YMonmoos isnoitsn bs to 


, ~ea) 


Toubeer he suat bis ytilidiencqest edt od biuorte 


otiduq tedt tosqmr ont to noit saimsxs nA a 

ul 5 bas ymonoos Isnotisa aah no 367 Jdsb wi bee bas 
enimisteb ot ebneat tdsb Faseetg to neisoelong 

ot yrseesosn eqste eft Ons tosqoee esiutut rLodt 
»299nsupesenoa setesvbs tisvs 


fstooe Isitmasees sdt to ysvtve A “at 


tnemarevog to elevel [Ils to etnemetiupet Istigqso 


ot ensol teoo-wol ebufont ot sbsas) to x%nsd odt to 


,etostorq [stiqss bevorggs-tnsmnisveg sonsnit 


) 

gain 2 oft antbastxs to yiiliditesst sit to ybute 5 bas 
betssio ebsed Isoelt sAt to ae A .@ 

bengiaes esitiiidienoqesr Isnottustitenoo ont yd 

ditxou deitiageds yd esonivorq nseibsns) sdt ot 

ot yis2es0en agste edt omimistsb ot SoA sottemA 


eso1veesy Iptompnil esonivoig sit ot sivens 


suorjtiw eerttiidienogest seedt sgisdoerb ot stsupebs 


«beotd 5 ef etos[die seadt to dosdi 


-tieeti mi bLeit svienseretqmos 


] 
4 * 


. yedt .bsmidmo)d 
ebutingsm dove to tosferg dowssee7 6 stutitenoco 
ylivotosteitse od fon. piven Siena ent g0 qo nt ,tsdt 


sit ,edtnom tagis ot xie neds eael ai betelqmoo 


ited emit gainsvistat 


f nat gee nd each to arreT 


@u5098 | 
3 


-tfematsvog 


evmonotus [sionivorq gnitis@st 


Bcf ot ybuta 5 Hove 
DE cea a 


l 


ism? to gailit we 


Nethercut & Young - 339 - 

Terente, Ontaric 
and discussed in generalities on many occasions 
over a long period of time, we feel that merely to 
submit more generalizations would contribute little 
or nothing to the success of your deliberations, 
We are firmly of the opinion that the real and 
important need is not more generalizations but 
comprehensive detailed analysis which will make 
possible firm conclusions, backed by factual evidence, 
and on which positive and workable recommendations 
can be based, 

We sincerely trust that your commission, 
with the aid of adecuate technical and research 
staff, will be able to make such analysis and 
arrive at such conclusions and recommendations, 

There’ is’ one ‘further point To would like 
to add. The Commission's Secretary has supplied 
us with a list of matters on which I understand 
you are desirous of obtaining comparable statistical 
data from each of the provinces. We appreciate 
the importance of such information to make 
possible accurate comparisons when examining matters 
relating to individual provinces and the Canadian 
economy as a composite whole. Accordingly, we 
are preparing and will file with the Commission 
a statement containing the pertinent statistical 
data requested and such additional related information 
as we are able to supply. 

May I reiterate the welcome I extended 
at the commencement of these brief remarks and wish 
you every success in the onerous task that you 
have undertaken in the interests of this nation 
and its people. 


Mr, Chairman, those remarks are, I 
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appreciate, quite brief, However, those matters 
which I have referred to in the brief will be 

the subject of a further submission which we will 
file with the Commission at an early date or if 
there is anything in this short submission of mine 
or any other matters on which I can cast a little 
light or any questions you or your colleagues may 
wish to ask I will be more than happy to try and 
answer them, 

THE CHAIRMAN: We appreciate very much 
your remarks, Mr. Premier, and I am sure that some 
of the members of the Commission will take advantage 
of your suggestion that questions may be asked. 
They may have certain points in mind on which you 
may be willing to elaborate to some extent. 

COMMISSIONER HARROLD: I #odder, Mr. 
Chairman, if I might ask Mr, Mannie a question. 

It may be a rather broad question but he may be 
able to pin-point it a little. The question would 
be: Would you be able to give us any answer as to 
what extent your government policy in financing has 
been influenced in the province by monetary policy? 
Perhaps that is a little broad to be answered 
affirmatively, but listing the various means that 
you have financed in the past would you say that 
monetary policy has had an influence on the way 
you have borrowed your money, the way you have 
financed and whether you have looked for additional 
financing? 

HON. MR. MANNING: That definitely is 
a factor that has influenced our pattern of financing 
here, as I am sure it has in other parts of Canada, 
I perhaps should point out that as a 


province we have not had to borrow any money for 
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many ,Many years, We have been ona Pay as you go 
basts "ds ‘far as our financial economy is concerned, 
For quite a number of years we were able to provide 
loans directly to our own municipalities and school 
districts. Afew years ago their requirements 
exceeded what we were able to provide from any 
reserve balance the province had on hand, 

To facilitate the method of financing 
and as a more convenient organization we formed 
the Municipal Finance Corporation out of which funds 
were made available to our municipalities, our 
sChool boards, our hospitals and other organizations 
of that sort. Those borrowings are guaranteed by 
the provincial government, 

Now, when the rates on money in Canada 
rose a few years ago we commenced borrowing in the 
United States American money on a differential of 
the extra rate. At that time the differential in 
extra rates were such that we have been able to see 

the monetary advantages in borrowing American money 
whereas others attempt to raise the money in Canada. 
We have borrowed substantial amounts for our 
municipalities, schools and hospitals and much of 
this has been raised in the United States, 

I don't know whether that answers your 
question. Maybe I can enlarge a little bit. 

COMMISSIONER HARROLD: These municipal 
borrowings, do you mean they are handled on a daily 
basis by the province? 

HON. MR. MANNING: The procedure is that: 
the Municipal Finance Corporation discusses applications 
for credit with those affected. Borrowings are 
conducted through consultation. We do not give them 


everything they request. In other words, the mechanics 
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1 through which they make application are very 
2 carefully scrutinized by the Municipal Finance 
3 Corporation and if there are items which we feel 
, are excessive or maybe something which could be 
dropped altogether they are so advised. There 
: is no policy of borrowing everything they ask. 
6 It is the Municipal Finance Corporation 
7 who provides the bond issue in its own name and 
8 we icen the money to the individual municipality 
9 or school district or hospital on internal arrange- 
10 ments. The other provision that we do have in these 
rr is that any muncipality is free to go on the market 
and borrow by itself if it wishes to do so. 
‘a We have in recent years a sort of an understanding 
if they had this arrangement, although we do not 
14 expect them to do both. If they are going to use 
15 the service of the Municipal Finance Corporation 
16 while there is no statutory provision on them 
17 borrowing individually by arrangement they have done 
18 one of those things, going back to their individual 
arrangement or going on borrowing from the Municifel 
a Finance Corporation. 
i COMMISSIONER LEMAN: This is such an 
a interesting problem, do you mind elaborating a little 
22 more so I will understand more clearly how it works? 
23 The municipe!'ty that has used the Municipal Finance 
24 Corporation services for borrowing has a private 
5 arrangement with that Corporation for servicing that 
26 debt. 
HON. MR. MANNING: That is right. 
“ COMMISSIONER LEMAN: Its share of the 
" borrowing is made in the agent's name and shows 
29 


in its financial statement. 


p30 | HON. MR.MANNING: And it shows as a loan 
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owing ‘to the Municipal Finance Corporation. We 
have been able to effect a substantial saving in 
debt service charges to the municipalities by 
reason of the lower interest rates that the 
Corporationcan obtain because their issue carries 
a government guarantee, It is advantageous to 
any Municipality that is not in a strong credit 
position, 

COMMISSIONER LEMAN: “As far “as “the 
municipality is concerned, now that it costs more 
in the way of interest because of the change in the 
exchange rate, is the municipality responsible 
for the increased cost of interest charges or the 
Municipal Corporation? 

HON. MR. MANNING: No, the municipality 
is responsible, 

COMMISSIONER MacKEEN: I presume it 
becomes advantageous for the municipalities to borrow 
from the Municipal Finance Corporation rather than 
independently, Mr. Manning, due to the not very great 
interest rates. 

HON. MR. MANNING: Also another matter 
that might be of interest to the Commission too is 
that since the exchange rate altered one of our 
last situations, we financed locally, sold the issue 
locally and financed ourselves in the purchase by 
our own Treasury Board and we were able to finance 
better in Canada, in Alberta, rather than going to 
the New York market. When the Corporation has 
borrowed I cannot recall when it was payable but 
this gives an idea of the kind of pattern,the 
type of rates you can get when you do your borrowing. 
In other words, to be below it was worthwhile and 


our efforts to finance are bound in with the rate. 
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1 And the prevailing factorgin the United States 
2 might make a spread when money was excessive. 
: On borrowing the difference in the United 

States was sutficient in interest rates and at the 
: the time of borrowing the rate was such that even 
5 for a municipality and even with the Canadian dollar 
6 the way it is now prevailing we would still be money 
7 ahead. If your rates went up that advantage would 
8 be eliminated. But even then we were. still money 
9 ahead borrowing in the United States market in 
10 competition with Canada. In other days you thought 

twice before you went to the United States. 
s COMMISSIONER BROWN: . I wonder maybe 
= because of the exchange rate in connection with the 
13 Municipal Finance Corporation have you been able 
14 to. satisfy. all the municipalities or do you, have 
15 to make a differentiation between certain municipalities 
16 and who makes the decision? Is it based on the 
7 abilities of the borrower? 

THE HON. MR. MANNING: I would not like 

35 to.go so far as to say that you will satisfy all 
your municipalities. .I think we have been able to 
=i service their needs with capital revenues of our own. 
21 We have had comparatively little difficulty in 
Ze sitting down and talking over with them the over-all 
23 Main requirements to meet the capital needs. It 


may be that in the process of our sitting down it 
develops that some of these things for which capital 
is required in the municipalities are not absolutely 
necessary and they will be advised by the Corporation. 
In such a case the Corporation committee has the 
authority to refuse to loan them more. 

COMMISSIONER BROWN: Pursuant to the 


same line of discussion, have the higher interest 
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rates affected the amounts ‘that municipalities 
desire? Have municipalities" requests been affected 
by monetary policies? 

HON. MR. MANNING: I would say the 
higher cost of money has made all levels of eovarnment 
much more conscious of the importance of scrutinizing 
every capital borrowing they undertake, and to that 
extent I would say it has reduced the amounts that 
they otherwise would have been borrowing. 

COMMISSIONER BROWN: Is this decision 
made at council level, or do you think the ratepayers 
do this when they are voting on-a capital bylaw? 

HON. MR. MANNING: It‘is hard to distinguish 
where the greater impact would be felt. Naturally, 
the councils are in a position to analyze.the 
details better than the ratepayer who is called upon 
to vote on a plebiscite, but even at the ratepayer 
level I think the higher cost of money has made 
the ratepayer generally more cautious in approving 
large capital borrowings which they appreciate 


ends up in their taxes by reason of the debt service 


charges. It is more realized at the ratepayers' 
levels> atecounectlelevel it is morecof “an‘analysis 
ef what it is going to cost in total in comparison 


with the asset they are going to get. 

COMMISSIONER MacKEEN: “You mentioned, 
Mr, Premier, the loans by the Municipal Finance 
Corporation were for capital expenditures: Suppose 
a municipality had to do some deficit financing; 
how would that be arranged? 

THE HON. MR. MANNING: The *Munieapal 
Finance Corporation is for capital gyn ieote, 
but quite a number of our municipalities make 


temporary financing arrangements with their banks 
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to tide them over the interval prior to these 
issues being made and the money being made available to 
them. That is merely a matter of short-term 
financing after they have made arrangements to borrow 
money from the Municipal Finance Corporation. They 
are then able to go ahead with the projects, if 
they can make arrangements with their own banks, 

COMMISSIONER LEMAN: What is the general 
pattern of the borrowing by the Municipal Finance 
Corporation? Is it a pool borrowing for a number 
of municipalities, and are there sinking fund 
arrangements that are spread over the whole group 
of municipalities that participated? 

THE HON. MR. MANNING: The facilities lend 
themselves to a great deal of flexibility. The 
Municipal Finance Corporation goes on the market 
aSrarcrule ptwo,or three times a year, They try to 
anticipate what the requirements of the municipalities 
will be for three months or six months in advance, 
or evengyear, They have long-range projects further 
ahead than it. The reason they try to make these 
projects as detailed and factual as possible is 
to keep the Corporation in a position that it can 
time its issues on the market at the most advantageous 
time. The loans may be for 25 years, or may be 
shorter terms. There is a great deal of flexibility 
depending on what the money is borrowed for and 
whether it lends itself to long-term or short-term 
borrowing. Most of them are serialized bonds, 
so much of the principal being retired — year, 

The Corporation in addition to that has done a 
small amount of short-term borrowing. Those have 
been more in the local issues I spoke of. 


COMMISSIONER LEMAN: Does it even lend 
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itself to special arrangements under which a 
municipality, if it found itself in difficulty, could 
make special arrangements - with ‘the Municipal 
Finance Corporation not to meet its share of'the --- 

THE HON. MR. MANNING: We have had no 
problems of that kind to date. The loans that have 
been made to our municipalities from Municipal 
Finance Corporation are, to the best of my knowledge, 
all in good standing without any difficulties having 
arisen, If a municipality was in difficulty they 
would naturally go and talk it over with the Corporation 
and work out some arrangements. ‘However, these things 
have been set up.on a very sound basis, and we have 
had no difficulties of that kind. 

COMMISSIONER MACKINTOSH: May I ask: if 
your Treasury branches are in any way affected by 
monetary policy? 

THE HON. MR. MANNING? “Only indirect, , 
Mr, Chairman, because our treasuryebranches ‘are 
not banks. They are just what their name implies: 
They». are branches of the Provincial Treasury. ‘They 
dovearry on a deposit and withdrawal service, but 
they have no credit expansion powers. The effect 


of monetary policy on them would be only the 


indireet effect that it may have on people in their 


attitude towards savings; within the operation of 
the branches it would be very indirect. 

COMMISSIONER MACKINTOSH: The savings are 
euarantced y the government? 

THE HON. MR. MANNING: —-They epebate 
a loan programme on individual loans, commercial 
loans, industrial loans -- that is the big earning 
branch of the treasury branches... There is one 


other way that they have been affected by the higher 
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1 prices of money and the necessity of the banks 

2 for a few years to’ curtail credit: It ‘tended 

3 to bring considerably more customers to the treasury 

4 branches. But, our loaning capacity is Limited 
because all we can loan is the actual deposits, 

‘ and even there’ thére has “to-be *retartned”a farrity 

substantial cushion to meet the current cash 

7 Payments, so the “total ”-of “the*loanseis~Limited. to 

8 the deposits less that necessary reserve. The 

9 amount for loans is broken down by the administrative 

10 branch for certain types of loans -= a certain 

1 percentage to private loans, to agricultural loans, 
commercial loans, industrial loans and so on. 

i THE CHAIRMAN: Do you find the net amount 

i of deposits tends to increase from year to year? 

4 THE HON. MR. MANNING: It-has increased 

15 steadily, I believe, every year since the branches 

16 were open, 

17 THE CHAIRMAN: When were they first opened? 

18 THE HON. MR. MANNING: I am speaking from 

1s memory, and I think it was about 19383; “around that 
time. 

20 ; ; 

THE “CHAIRMAN: ~‘When’ Interest “rates "rise 

ia generally as a result of monetary policy, do you 

22 increase the rates? 

23 THE HON. “MR. MANNING: The loan rates? 

24 THE CHAIRMAN: Yes. 

25 THE HON. MR. MANNING? “Yes, they have 

26 been increased. Some of our categories would carry 
a’ rate perhaps a little ‘under the dommerciar banks, 

© but very little; there is not too much difference. 

ng THE CHAIRMAN: Do you find that attracts 

= more deposits as the rates go up, or does it make 


30 much difference? 
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THE HON. MR, MANNING: I would say 
it has. some effect. I don't think it has a big 
effect because these things have happened right 
across the board -- in the banks as well as the 
treasury branches -- so it is a relative matter, 

COMMISSIONER GIBSON: Your changes in 
interest rates are pretty much in line with the 
bank changes in interest rates? 

THE HON. MR. MANNING: Yes. As I said, 
we are under on some categories a little bit -- 
maybe half of one per cent or one per cent. 

COMMISSIONER GIBSON: But they usually 
change when the chartered banks change? 

THE HON.MR. MANNING:, That is right. 

COMMISSIONER LEMAN: Mr, Premier,.,in 
your introductory remarks you cover quite a few 
of the subjects you feel the Commissim should look 
into. I would like to ask you a question about 
No. 5 where you say: 

"A survey of the essential 
social capital requirements of all levels 
of government and a study of the feasibility 
of extending the functions. of the Bank 
of Canada to include low cost loans to 
finance government-approved capital 
projects." 

You make the point that it would take a long time 
to study these subjects and document them properly, 
but in that particular paragraph you seem to have 
an idea there to suggest: Would you elaborate on 
that? 

THE HON. MR. MANNING: Mr. Chairman, this 
is a point that we have given a lot of consideration 


to in the last number of years. First of all, I 
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capital". I would put in that category the essential 
capital projects of our municipalities, our schools, 
our hospitals and our provinces. The thought we 
have in mind is that at the present time there are 
large borrowings for these capital purposes taking 
place in the same money markets to which industry 
and commerce -- all lines of business -- must also 
lookfor the capital necessary for economic and 
industrial growth and development. I think it would 
be agreed that one of the things that tend to 

force up the price of money -- certainly on the 
Canadian market a few years ago ~- is that there 

was not enough available capital that could be 
supplied by the Canadian money market to meet the 


combined requirements of governments for these 


social capital purposes and industrial and commercial 
development in that period of expansion. The thought 


we have if it was feasible to work out an arrangement 


whereby the Bank of Canada could loan money for these 
purposes -- and we would not suggest they should 
loan directly to municipalities or schools -- 
but that each province could establish some designated 
agency. In our case we would simply use the facilities 
of this Municipal Finance Corporation, or some 
comparable organization to that, which would then 
do the local borrowing, but with the initial funds 
provided by the Bank of Canada. We had in mind 
as an area of credit expansion on the part of the 
Bank of Canada. | 

In our view there would be two definite 
advantages to that programme. In the first place, 
29 that money if it were made available at v 
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for doing that, because this is not the industrial 
or commercial field; it is in the field providing 
essential public institutions -- you could provide 
for your people just about all the advantages of 
a pay-as-you-go type of programme without them 
having to raise the capital in advance to pay for 
the project, 

If I could illustrate it this way: 
If you build a million dollar school today, and let us 
S8yY for simplicity you are able to borrow the money 
at 5 per cent, and amortize it over 20 or 25 
years, by the time the school is paid for you have 
paid about $ 2 million. If, on the other hand, that 
money could be made available through some facilities 
of this kind, and let us again say for simplicity . 
just at cost -- with maybe a small service charge 
to carry the administration -- the total cost to 
your taxpayer could probably be reduced from $ 2 
million to $1,200,000 or something like that, which 
is very close, in our view, to them raising the 
money in advance and doing the thing on a straight 
cash basis, except that they have had the advantege 
of the facility before they have to raise the money 
and pay for it. It always seems to be easier to 
raise the money if you have the thing first, rather 
than raise the money first. In our view, it would 
affect very substantially debt service charges 
on schools, hospitals, and at»the municipal level, 
which means an easing of the burden of taxation. 

The second advantage we felt would arise 
from this is that having @lifinmated from the money 
market the capital borrowings of governments for 
these social capital purposes, you would enable 


industry and commerce to get their essential funds 
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without the competition of governments in this 
field, which we feel could result in lower cost 
money for commercial and industrial development. 
If that were possible, then you have a certain saving 
in the cost of production of these industries and 
business because their money costs them less, which 
in turn reflects on the general cost of Living, 
Coming back to the suggestion that if 
this were done as a function of the Bank of Canada, 
it may be one of the channels through which there 
could be an expansion of the national credit for 
this purpose. We appreciate -that (gives rise to 
the fear that as the credit created for this fund 
went into circulation, found its way back into the 
chartered banks, that it could result ‘in a further 
credit expansion and create an inflationary pressure. 
We feel there are two or three things that would 
perhaps safeguard the economy against that. In the 
first place, if we can take some of the cost of! 
for industry and commerce, thereby encouraging perhaps 
a more rapid industrial and commercial expansion, 
that in turn results in an increased volume of 
production which makes the economy able to absorb to 
some extent, at least, the increase that would have 
taken place in the national credit as a whole. In 
the second place, if it was necessary for the 
government to intervene to correct any inflationary 
pressures, the suggestion we have been exploring 
is whether or not that could be done by increasing 
the ratio of cash reser es that the chartered banks’ 
are required to have behind their own credit expansion, 
It would be a means by which the government, if 


necessary, could control the over-all volume of 


currency and credit in eji:rcutation and still permit 
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this area to be an area in which the Bank of 
Canada by credit expansion could make these funds 
available, 

COMMISSIONER BROWN: How much would be 
involved in that? 

THE HON. MR. MANNING: You mean volume 
of money? 

COMMISSIONER BROWN: Yes. 

THE HON. MR. MANNING: It would be very 
substantial if you take the aggregate of the banks, 
of the municipalities, of schools and hospitals 
and the province for essential capital projects. 

I haven't figures in front of me, but it is certainly 
a*Vary substantial sum of money. But the thought 
that has been behind our consideration of this 
approach is that we are frankly disturbed by the 
tremendous cost represented by the interest charges 
on these essential social capital borrowings, all 

of which is getting into our taxation structure, 

and, in turn,into the price structure. Having in 
mind. the idea that Canada is pricing herself out 

of the competitive markets of the world, it seems 

to us this is one way we could get out of our 

price structure some of these debt service charges 
represented by the rates of interest these government 
agencies must pay if they are going into competition 
with these commercial and industrial capital funds. 

COMMISSIONER BROWN: You picture the 
amount presently involved, and not the expansion? 

THE HON. MR. MANNING: I am cn iaiaiae 
primarily of the amount presently involved. 

COMMISSIONER LEMAN: Are you indirectly 
here, Mr. Premier, trying to insulate the financing 


of these social capital requirements from the market 
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place to a certain extent? 

THE HON. MR. MANNING: That is true 3 
that would be the effect, 

COMMISSIONER LEMAN: The Federal Government has 
seen fit, or found it possible to insulate its 
own borrowing from the market place requirements 
without resort to inflationary policies, itself, 
has it? 

THE HON. MR. MANNING: I believe that is 
their conclusion. I do not know whether I would 
agree with it. 

COMMISSIONER GIBSON: In effect, sir, 
you would relate or tie to the costs of borrowing 
for social capital purposes the cost which the 
Federal Government had to pay for money, or something 
approximately like that? 

THE HON. MR. MANNING: I feel it could 
be even less than that if it were done directly 
as an expansion of the national credit by the 
Bank of Canada. There may be arguments as to whether 
the interest rates should be that low. My own view 
is that the advantages outweigh the disadvantages. 
Again, coming back to our concern that I think we 
all share, that anything that can be done to try 
and hold down this spiraling price level we face 
in Canada today should be done. 

COMMISSIONER GIBSON: You are saying now 

has 
the Federal rate/to come down? In other words, 
the whole structure of rates for these purposes? 

THE HON. MR. MANNING: In our thinking 
on this proposal we would make the distinction, I 
think, between Federal borrowings and the borrowings 


of these provincial,municipal,schools, and so on, 
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1 The Federal Government is in a little different 
2 position, and from the standpoint of the “investing 
3 public there are certain advantages for the investing 
4 citizens investing in Federal securities, That, 

it seems to us, is the best level for them, 
: The prime concern is when you get down to the 
F municipal level especially, when the municipal 
7 taxation is getting to be more and more a debt 
8 service charge on current expansion, and which they 
9 cannot avoid -- take a city such as this city here 
10 that has doubled its population in the last few 
1 years: No matter how cautious they are, there has 
Fe to be the expansion of utilities and facilities 

of one kind or another that cannot be deferred. 
. These are the things which are piling up, 
i these big debt service charges which are falling 
15 so heavily on the taxpayer. 
16 COMMISSIONER LEMAN: Would it be unfair 
17 to characterize your idea as an easy money policy? 
18 HON. MR. MANNING:: I believe it could 
10 correctly be called easy money as far as this area 

is’ concerned. If the measure of control: that: was 
ss exercised by. increasing the cash reserves that the 
e credit bank would require for their credit extending 
22 the over-all borrowing then I would deem it not an 
23 easy money policy any more than it is under normal 
24 conditions. 
25 COMMISSIONER BROWN: It seems to me 
6 there are two things involved. One is the Bank 

of Canada and the easy money aspect of it. Would 
sj you care to make any comment on how easy money 
. borrowing might be accomplished by a form of cash 
29 


credits? 


30 HON. MR. MANNING: I think that would be 
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1 possible but in my view it would not achieve the 
2 same results because unless you have an initial 
3 capital fund by which these assets are provided 
4 at a lower cost it seems to me that to try and 

offset the effects by making tax rebates we get to 
: the point on making tax rebates that we have to 
E raise that somewhere else and inour estimation 
7 we simply go out and isolate this category of 
8 borrowing in the money market and we provide the 
9 Capital for it by expansion of the market credit 
10 through the Bank of Canada. Thereby I think that 
rl you reason that the cost of money .for other. forms 
rr of borrowing would not benefit by lesser competition 

in the money market, which is to let us trade 
= the private capital for established capital and 
- this operation would force the price of money up 
15 to substantially use the service. 
16 COMMISSIONER GIBSON: Any benefit you 
17 would achieve would be offset by reducing too much 
18 by a tightening in bank credit? 

HONS*WR.MANNING: That is right and 
z remembering that a programme of this kind, the 
- change stands up to handle the loss you have to 
aig have similar powers to what we have in the 
22 Municipal Finance Corporation. You could not let 
23 the money land-slide, it would be a matter of 
24 somebody having authority to say no in order 
25 that the benefit was held so things would be as 
26 substantial a contribution. 
I might interject, Mr. Brown, on that 

” theory where you elect a market in the United States 
7 to borrow the idea is to let the cost get up so 
= high that everybody thinks three times before they 


30. borrow. I suggest that is not a good thing because 
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that penalizes particularly the municipalty which 
has to borrow the money. The municipality has to 
have the money at whatever price so in the process 
the municipality will be penalized and the public 
is penalized. It seems to me much better to give 
someone authority to say no and then you do not have 
to penalize the ones who have to borrow the money. 

COMMISSIONER LEMAN: Your suggestion here 
is that some authority would have an over-all concept 
of what was happening. 

HON. MR. MANNING: In Alberta the municipalities 
hold their line of credit by dealing with the Mfticipal 
Finance Corporation. That goes a little further in 
the case of the authority that you have in mind, 
that they have the power to say no. Even through 
the social end of the requirement the Municipal 
Finance Corporation for instance has this authority 
to say no and it can scrutinize municipal budgets 
and discuss them, 

COMMISSIONER LEMAN: Would you introduce 
the same concept here that if someone in an important 
sector of the country wanted to borrow more than 
this authority approved would that party have the 
power to go tothe market? 

HON. MR. MANNING: In my opinion it 
would work even better with the regulatory power 
at a high level so that the Bank of Canada would 
have to see what would be the credit given and 
then the local authority in each province would 
act as an agency on behalf of the municipalities, 
the schools, hospitals. It is the province which 
would have to have authority as our Municipal 
Finance Corporation and the only way the central 


authority could grant a loan would be first with 
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approval locally, 

COMMISSIONER BROWN: This would involve 
education on the whole, that is, schools, universities, 
I wonder how realistic one could be to think that 
the provinces would fall in line particularly where 
education is concerned? 

HON. MR. MANNING: . The only observation 
I.can make there is that I_ frankly. think the, possibility 
of getting co-operation in the field of education 
would be much greater than areas of capital construction, 
I do not think there is perhaps the same concern 
about some forms of providing capital funds for 
construction as there is in the area where you get 
more.into the control of education itself. 

COMMISSIONER BROWN: What it really means 
is, can a. decision be made by a corporate council 
as to what the provinces need in the way of capital 
level and as to how much each province is to have. 

HON..MR. MANNING: My own feeling. is 
that should prevail at the Federal level. I think 
if the provinces were made responsible for their 
own peculiar questions within the province but 
the government of Canada in the form of the Bank 
of Canada direct the scheme. We have-no objection 
to a co-operative council but I think it is just 
another middle man in the development. 

COMMISSIONER BROWN: I was wondering 
how co-operative they would be as far as the 
provinces are concerned. 

THE CHAIRMAN: Well, after all there 
is generally some difficulty in getting complete 
co-operation amongst the provinces. 

HON .MR. MANNING: And that is one of 


the reasons why I have not too much confidence ina 
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co-operative council, 

COMMISSIONER MacKEEN: You might get a 
lot of co-operation with 2 per cent money. 

THE HON. MR. MANNING: I am theorizing 
but I would think that the Federal Government in a 
matter of this kind after having determined with 
the Bank of Canada any demand of an income nature 
could work out some formula for allocating the monies 
available. \-They mightirelease it to«populated 
areas or any one of those things. After all, it is 
loans, it is not in the same category where they 
have subsidies. 

COMMISSIONER MacKEEN: In oa period of 
tight money you would have two authorities lending 
money, one in Ottawa and one in the provinces. On 
your suggestion hospitals, schools, bridges and 
so forth, the provinces would be entitled to spend 
the money. 

HON. MR. MANNING: Well, I think the 
two authorities are inevitable for this reason. 
Certainly the Federal authority or the Bank of 
Canada should not be involved with hospitals, schools 
or municipalities. They could°see only that some of 
these constituted provincial authorities get the 
local distribution for the purposes of schools, 
hospitals and other municipal projects. 

COMMISSIONER MacKEEN: Would there 
be a tendency,would you think, in a period of tight 
money to differentiate between areas according to 
whether they were depressed or, such as Alberta, 
pretty prosperous compared to, you might say, some 
of the eastern provinces and the amount made available 


for expenditures of that nature? 


HON. MR. MANNING: That factor would 


ee 


sat 


6 $59 trigim voY :WddiDBM gaMOlZe2TMMoo 


yortom taso 1sq $ dtiw noitsreqo-o9 to pee 


gnisitoedt ms I :OMIMMAM .4AM MOH Bras? SOA w 


5 at tnomntevod Lavebel edt tedt onidt biuvow 7 4d 
dtiw benimisteb gnived tetts batx etdt to rottem 
stussa smoont m6 to basmsb yas sbsnsd to Ansa srt 
eefnom eft enitsoo{is 101 slumtol smoe tuo Atow bLluoo 
bstsiugeg ot tr seselot Sderm YorT ~,sldsTisvs | 
ei +f ffs yottA .eagntdt seorlt to Sno ynB To @5s%s | 
yoHt sisdw yrogetso ompe sdf af tom et +r ,ansol 
»e@aibiedue ovsr 

to boriteq s ni :Maad%osM AAMOTS2SIMMCD 
antbasl aertinodtus owt sven bivow voy ysnom tigrt 
a .asomtvorq oft nf smo bas swettO0 mcf sno ,.ysnom 


bib asgbird ,eloodse ,elstiqaeod nottasaggue roy 


basqe ot beltrine sd bluew esonivorqd six ,Atiot oe 
»ysrom srt 
odt Anids I ,ffsW +OVIMMAM .AM .MOH 
.moeser erdt rot sldstivent sts esitrrodius owt 
to xnsd@ sdt to ytitrorntus Istebsi sft yvinistis. | 
2loonsce ,elstiqeod dtiw bevilovat 5d tom blyuonfe sbsnsd 
to smoe tsfit vino sea bives yerT .eetttisqtoraum so 
aif te eoitrtondtus [siontvotg Setutttertoo saat 
eeloorce to eszoqiuq edt doi nottudiiaterh [Bool 
-etosfo rq [sqiotmum tsdto bas el{stiqeod 
grist bivow :vdavosM AEMOLZer55 
tdgit to botteq 5 eh SC eee Re 5 od 
ot gnibtosos eso%s neswisd S¥SEtdo rSstTib ot yonom 
 sttsdiA eh nove ~a0 besezexgeb sisw yedt iwsdisdw | 
9moz ,vbe Figtm voy «os enagio> guc%sq2074 viterg 


sldsiisvs sbem trucos’ sat bas ao: 


Nethercut & Young - 360 - 

Terente, Ontario 
undoubtedly arise but it is not a factor which 
I think should be given any weight in programmes 
of this sort and that any expansion that we can 
bring about in Canada benefits the Canadian economy 
as a whole and it seems to me if it is dictated 
or even directed just to your distressed areas 
then we are introducing another thing into the plan 
which detracts from its over-all purpose. I suppose 
it really does not matter whether the assistance 
invariably takes place in an area that is distressed 
SreTot, Zies contributing to the gross’ national 
product and the economy of the country which I think 
would be the prime purpose behind a programme of 
tne kind. 

COMMISSIONER LEMAN: Mr yManning, going 
back now from paragraph 5 to paragraph 3 there is 
a hint there also that you probably have some 
idea to submit to us when you say: 

",,.. establish the extent 

to which the monetary requirements 

of the national economy dictate that credit 

control should be the responsibility and 

function of government." 
To some extent it as admitted that credi< “control 
is the responsibility and function of government. 
What are you suggesting to us there, that it should 
be even more eo or less so? 

HON. MR. MANNING: Mr. Chairman, the 
thought behind this is that as our economy becomes 
more and more .démplicated and inter-related the 
relationship between fiscal policy of governments 
and monetary policy of our financial institutions 
inevitably become closer related. Governments 


would be really affected, in my opinion, much more 
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than they formerly were by the monetary policies 
of the banking institutions of Canada because 
governments, whether they like it or not, are 
mixed Up far more with economic factors than was 
in earlier years. By the same token governments 
today are big spenders, they are big borrowers 
and this in turn produces a more powerful impact 
on the programmes into which our banking systems 
have to be fitted. For that reason it does seem 
to us that probably this evolution has created a 
Situation where governments inevitably have got 
to exercise a greater part in the monetary policy 
of the country as well as the fiscal policy. I 
quite agree that today in the Bank Act they lay 
down rules, restrictions, certain terms and pract 


within which monetary policy is ascertained, but 


the cas 


ices 


I think that they personally should be progressively 


increased which really means a higher measuré of 


COIerOu. 


COMMISSIONER HARROLD: Mr. Chairman, there 


is one area that has not been covered here. I think 


Mr. Manning suggested as far as the practice is 


concerned it is practically non-existent out here 


There has been nothing said so far about provincial 


crown corporations. Would you care to say a word 


about what crown corporations there are in Alberta 


and how they are financed? 


HON. MR. MANNING: The major one is the 


Alberta Government Telephones which is a large 
institution and has been in operation for many 
years. It operates as a4 complete, independent 
corporate body. It floats its own debentures. 
It has had no difficulty whatever in raising its 


funds. These borrowings, incidentally, do carry 
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1 government guarantee. The last issue that the 
2 Alberta-Government Telephones put out was osoeld 
3 actually in the province using the treasury branch 
i facilities. That is the major large provincial 
crown corporation we have in Alberta, 
: THE CHAIRMAN: Are allethe telephones 
> in Alberta within, that system? 
7 HON. oMRe MANNING: Nog the city oof 
8 Edmonton operates its own telephone system and the 
9 rural are notoin the Alberta Government Telephone 
10 system, 
rr THE CHAIRMAN: Are the rural lines run 
along the lines of co-operatives? 
HON. MR. MANNING: Yes. 
e COMMISSIONER GIBSON: Mrv«Manning, your 
4 comments on the presentation which youare going 
15 to make are very interesting and I am going to ask 
16 you another question about one of them, No. &: 
17 Yaseen Of the impact ithat 
18 public and private debt has on the ‘national 
economy and a projection of present debt 
é trends to determine their future impact 
e and the steps necessary to avert adverse 
a consequences." 
2: I take it you think this is the number) »four: problem 
23 that we are facing in looking ahead, this national 
economic growth and expansion. °You do not mention, 


for example, here the problem of stability of money 
and other sorts of objectives of full employment. 
Would you care to comment on this? 

HON. MR. MANNING: Well, I do feel 
that No. 4 is at the very heart of our major problems 
in Canada*today where you are discussing problems 


such as unemployment or social standards, living 
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standards, primarily these things all come back 

to the extent of the expansion that takes place 

in our national economy, In our view to talk about 
trying to solve unemployment by governments creating 
jobs is’ just playing around the surface of the problem, 
For every job that government programmes create 

there are possibly 1,000 created by industry if 
you are going to have a high level of employment. 
And what we had in mind in this No. 3 is that to 
whatever extent the monetary and fiscal policy 

in operation in Canada -- and by "in Canada" I 

think of the whole of Canada -- the tax structure, 
availability of capital which we have discussed 

under these other headings, availability of operating 
capital -- all these things which have a bearing on 
the rate of stability and. the growth of» Canadian 
industry are good and important influences as to 
whether you are going to have a prosperous Canada 

or not. And for that reason we feel that trying 

to expand the economy through government created 

jobs rather than through industry by the manipulation 
of the monetary and fiscal policies has the 

result of discouraging expansion in some areas. 

COMMISSIONER LEMAN: » A ilittle further down yop 
refer to inadequate financing of consumption. What 
do you believe: right now is one of the most important 
objectives to achieve, a high rate of savings in 
the country, or a high nate of consumption? 

HON. MR. MANNING: I would say. a higher 
rate of consumption because over all our capital 
output =-- let me go back one step further. If we 
talk about the expansion of the national economy 
in the sense of greater trade growth, greater 


economic growth there is no point in building plants 


Aarne é 
’ we) “ae 

emt oe. Se 
yebeebaste |! ao 


; re 
ajosd emoo [fs exgnint sesdt ylivsmirg 


so6ig asxXst tent notansgqxs sit to tmesxse oerft ot 


tuods xfisgt of wotv wwe Al ,ymonoos fsnottsn swwo ni 


BSnitssio etnematrevog yd tremyolqmenu svios ot gniyrt 
emeildorq sat to sostiwe odt BAvoOts gniysiq tevt sb edot 
sts515 eemmerg0%q tnemateveg FsnXt dot yrsve rz07 

ti yiteubni yd betsets 000,D yidteeoq sis’ stort 
.taemvyolqme to Isvel fgid s evsd’ ot gniog s15 yoy 

ot tedt at € ,oW efdt nt boim mi ben sw tanw bad 
yoiloq Lsveit bas yistenom 4+ tnatxs teversdw 

I "sbsas9 ai" vd bas -- sbsas) ni .nottsyweqo mi 


eotutounte xst sdt+ -- Bbsns. to slodw sdt+ to Anitdt 


| 
| 
| 
| beeauvoetb sved sw dotdiw Istiqss to yi blidsiisvs 
| Snkeavads to yvtilrdsitsvs ,egntbben rsdto seendt tebnu 
mo gniissd 5 svsd dotiw egntndt sash} [fs =-- ([stigqso 
t6ctbsas) to dyworg sit bie veilidste to sittsyvers 
| ot a6 geonsultime tnstrogms brs boog sis yiteubni 
SbSi6) avoirsqeorg S& Sven ob gntog sts voy wrsertsriw 
gnivit gedd. lost ew moesst tedt rot bnA .ton to 
betssto jnemaitsvog mguerdt ymonoos sit basqxs oft 
nolisiuqinsm edt yd yrteubai dguordt? net redts1 edot 
sit esd estotiog [spelt bas yistenom sdt+ to 
-259%8 moe ni molensqxs gntgstuooeib to tluesr 
Foy mwob tsetiyt efttil A sWAMEde MEVOLeeIMMOD 
| tedW .noitqmuenoo to gniomsmit stsupebsnit ot t9Tosr 
$s txoqmt Jaom oft To sno er wom trigixn evetisd voy ob 
nif egdivee to sts t Agi eilibieikes sickens ot eevitosftdo 
Tnoltqmuenco to stsmh ABId 5 ro ,WwatnwoOO aerft 
tengin s yee Liew I :OMIMWAM .5M WOH 
{stiqso myo Ifs tsvo seussed nottgatsencs to stsa 
sw tI .tedtiut qete sro fosd og em tefl -~ tuqtuo 


ymonoos [snoitsn sit to nok xS sft tuods ALet 


wg to sense sdt mi 


Nethercut & Young - 364 - 


Terente, Ontario 


and developing industry, providing monetary 
assistance for industry to that extent unless those 
industries have larger markets for their output 

and where they are not dependent and have a 
consumer demand whether it be locally or abroad, 

Our feeling is» that abroad ‘the only way 
we can stimulate the factor of consumer demand there 
is to try and come to grips with these rising 
price structures which is knocking us out of this 
field in the ‘consuming areas. Domestically, if 
there is anything to be done to stimulate and enhance 
the effect of consumer demand within Canada, domesticall 
that is going to create a market for the products 
of.industry which in turn twill sinvitecgreater 
expansions 

Our thought frankly is that traditionally 
the greatest measure of attention that industry 
has been paid is how-you-are going»to build a plant, 
how you can get trained personnel, how you can 
improve techniques, how you can improve) ‘production. 
There has been much more attention paid to that 
than there has been to the point of keeping an 
effective consumer demand on a: parallel with that 
increased production. There is no ‘use manufacturing 
$2 million worth of goods when the people can only 
buy $ Ll million. 

COMMISSIONER LEMAN: But your paragraph 
also says that the economic expansion of the consumption 
is only half. as high a level of consumption as that 
of durable goods. Do you feel that that is regarded 
consciously by the durable goods? 

THE HON. MR. MANNING: I, think cthat 


is a fact, but I would go much further than that. 


I appreciate this is an extremely unorthodox thing 
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1 to say, but as automation increases and our 
2 production capacity in industry increases without 
3 the comparable increase in employees required, and 
4 SO on, because of automation particularly, that 
; we have to devise means of stimulating or increasing 
the buying power of people to offset the increased 
3 production for which there ,.is not going to be 
7 buying power put in their hands by reason of work 
8 and wages, because there are less people employed 
9 for more production as we become highly mechanized. 
10 It may well be the day will come that as a nation 
1 we will have to pay as much attention to the 
a direct financing of consumption as we have been 
trying to give in the past to the direct financing 
13 
of production. 
4 COMMISSIONER. GIBSON: ‘Going: back to 
15 Point No. 1, you speak of specifie recommendations 
16 for monetary and fiscal reforms, and you mention 
17 tax incentives in general, Have you any hing 
18 more particular in mind in talking about fiscal 
reforms? 
19 
HON, MR. MANNING: I would hesitate to 
* attémoto to  Sutline 'a specific case, but Iecould 
= perhaps clarify the generality to this extent: 
22 Those forms of taxation which tend to penalize 
23 industrial expansion are, of course, the ones that 
24 in our view we ought to take a long hard look at. 
5 We are not suggesting we will say, "We will wipe 
26 these things out because of discouraging industry", 
but it seems to us there should be a detailed 
a study made to determine once and for all just how 
far our tax structure, as it has evolved over the 


years, does, if it does, actually discourage 


20 industrial expansion. There are all kinds of 
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1 individual areas you can mention: For example, 
2 in our province there has often been expressed by 
3 our oil industry -- and these representations have 
4 been made to the Federal authorities many times =- 
that the existing provisions for depletion allowance, 
: and so on, are such as to discourage further expansion, 
. These things are debatable, admittedly, but they 
7 are very real points in the minds» of those engaged 
8 in industry. Those are the things we feel should 
9 be studied whether they are’ serious: disabilities, 
10 to what extent they are serious, and if something 
ii should be done about it. 

COMMISSIONER BROWN: You were discussing 
the aftermath of the public sectorsand you are now 
4 touching on the private sector . Iwonder if you 
14 would care to give us your analysis of the adequacy 
15 or otherwise of the machinery that exists in the 
16 private sector for financing? This would include 
17 not only industry but also, for instance mortgages, 
18 to the extent that mortgages are available in 

large centres but not guite as available in’ smaller 
id centres because those mortgage institutions don't 
9 exist, other than N.H.A? It is quite a large field, 
ai but I was wondering if you would care to give us 
22 your personal views on it? 
23 HON.MR. MANNING: Mr, Chairman, as I 
24 have already indicated, in our view the existing 
25 facilities for financing industrial, commercial 

and private borrowings would be adequate if we could 
. remove the competition of some of these areas 
2 of social capital I have spoken about. That is the 
= first premise, The disabilities that you refer to, 
29 such as it being more difficult to obtain mortgage 


30 money in rural areas and smaller centres, are very truce; 
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that is rather a matter of mechanism rather than 
any shortage or inability on the part of the 
traditional money market to meet the needs. To 
begin with, something more could be done to improve 
those facilities. This is extremely difficult 
because the numbers involved and the amounts 
involved are very small in relation to the costs 
that would probably accrue, but in our view generally 
the existing money market could take care of the 
legitimate requirements in those areas if it 
was relieved of the competition of governments 
which are getting a bigger portion all the time, 

COMMISSIONER BROWN: I gather you feel 
they are not doing it adequately now? 

HON. MR. MANNING: They are doing it 
at a price, I think, a lot of these peoplé cannot 
afford to pay. 

If I may add a thought, Mr. Chairman, 
which is digressing a little, which does bring 
it to mind and relates to several of these points 
we have discussed, it seems to us if we permit 
a situation to exist where it is more advantageous 
for a Canadian investor to invest in the debt of 
his nation than in the economic and industrial 
expansion of his nation, we are creating a very, 
very serious situation. As long as you have 
governments in the borrowing business on a large 
scale and at high interest returns, you actually 
have a situation where the earnings to the investor 
by investing in the debts of Canada is a better 
return than the return to a man who puts his 
money in a lot -- I should not say "a lot" -- 
but in many of our industries, and yet certainly from 


the country's good it is far more important to have 
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1 this industrial and economic expansion which produces 
2 goods and is the main factor in our G.N.P., rather 
3 than by debts increasing every day with higher 
4 costs going into our price structure. To put 
; it-in brief, that is’ the’ core of our concern, 
It troubles us to see a situation where investors 
“ say, "I can put my money in government bonds and 
7 get a return equal to what I can get by investing 
8 in industry," whereas had the money gone into industry 
9 it would have created more goods and employment 
10 opportunities and economic growth. When it goes 
1 into the other, it creates more debt service charges 
- which push our prices that much higher. These are 
the kind of problems we are certainly hoping this 
4 Commission will tell the government how to solve. 
ae COMMISSIONER HAKROLDS, Ons Now ba 1 
15 don't quite understand what you mean there: Would 
16 you like to expand that a Titties further?” For ainetance:, 
17 you say: 
18 "354° tO ensure Lo ther provinces 
9 financial resources adequate to discharge 
these responsibilities ..." 
- As far as your province is concerned, do 
se you feel some concern it is not able to finance 
22 the necessary projects in this province, or what 
23 do you mean by that? 
24 HON. MR. MANNING: I admit it was with 
25 some hesitancy that I included No. 6, because this 
2% is an attempt to consolidate in a few words the 
problem that Dominion-Provincial ZoRERRSneee 
si have been grappling with, to my knowledge, for the 
last 20 years. In brief, the problem is that under 


the British North America Act the provinces are 
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assigned constitutional responsibilities for such 
major fields as education, health and welfare. 

These are the three big ones that involve a 

Lot,of expenditures. It is one thing to assign a 
Statutory .responsibility. It,is.another thing for 
the. jurisdiction to be in the financial position 
where it is possible for them to adequately discharge 
those responsibilities. I quite appreciate when 

you say"adequately discharged", it becomes a 
matter of opinion as to what is "adequate". If you 
listen to the demands of those who are dependent 

on and interested in health, education and welfare, 
no area in Canada has remotely approached adequately 
discharging their responsibilities. I do not agree 
with that. I think on the whole we have come up 

to a pretty good level in most parts of Canada, 

but you do have today a wide discrepancy. We are 
one of the more fortunate areas. We are quite frank 
to admit that we are fortunate because we have 

our large amount of diversification. of. natural 
resources from which we acquire more than one-third 
of our provincial revenue without collecting it 

by taxation. However, certainly in Alberta we 

would not be able to provide what we would regard 

as an adequate level of educational opportunities, 
of health services, of essential welfare, without 
very, very onerous rates of taxation if it was 

not for the fact we have the good fortune of owning 


as.a province 90 per cent of our oi] and gas 


resources. We are well aware many other provinces . 
are facing this problem. It seems to us we are 
always going to have dissension and concern unless 
all of our provinces by some means can be put 


in the position where the responsbility also has 
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the means to discharge it - “tached, 

The reference to doing it without impairing 
provincial autonomy is, I Suggest, rather important 
to us. What has happened in the last number of 
years is that the Federal authorities have recognized 
many of the provinces are not in a position to do 
these things. One of the chief means by which 
the Federal Government has sought to aid in this 
problem is by the Federal authorities: coming 
into the provincial field and undertaking to assume 
a share of the costs of things which are«the 
responsibility of the provinees ‘We have welfare 
schemes, education schemes, hospital and medical 
schemes, all of which are provincial responsibilities, 
set up On. a joint sharing basis. We have«always 
felt that is fundamentally unsound in»principle.. It 
is a back-door way of putting the province in a 
position financially where it can do the thing that 
the constitution says it has the responsibility to 
do. One of the biggest weaknesses in it is that, 
first of all, these programmes are designed for 
Canada as a whole which largely takes away the 
flexibility of meeting the peculiar needs and 
circumstances of all the different areas of Canada. 
These needs do differ a great deal from one part of 
Canada to another. In the seond place -- and this 
is a thing that has created a lot of problems 
for the provinces -- when the government of Canada 
decides on a welfare programme or hospital programme 
that is conditional on the province paying such a 
percentage of it, these provinces have no choice, 
but, certainly, to some of them, even to provide 
the funds to pay the portion assigned to them is 
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1 been fortunate and able to do these things, but 
y) a province in difficult financial circumstances, 
3 which is offered a proposition in some of these 
4 fields which are their own responsibility, but 
: which comes from the Federal authorities saying, . 

"If you will put up 50°per cent,we will put up 
e the other 50 per cent", they have a very real problem 
7 on their hands. They cannot say no, and yet to yes, 
8 they haven't even got the money to pay one-half, 
9 let alone the whole. 
10 Those are the’ things wee feelsare> injurious 
1 to: unity: and ought» to> be eliminated once) and: foriall, 
- THE CHAIRMAN: © And, moreover, the province 

is forced into that scheme, whereas in view of 
particular local circumstances they may have had 
4 some other plan or programme which, in théir opinion, 
15 should have taken priority. 
16 THE HON. MR. MANNING: > That is very: true. 
17 THE CHAIRMAN: They are forced into 
18 something which may not be as vital as some other 
6 much more important programme? 

THE HON.MR. MANNING: That, is very true, 

- We have seen that happen over the years, and it 
” is one of the reasons, as far as Alberta.is 
22 concerned, why we have always been strong advocates 
23 in these areas for unconditional grants. We are 
24 not suggesting the Federal government should pay 
25 more money than they are paying now, but I think 
2% every province would be in a better position if 

the Government of Canada decides they. are prepared ° 
sf to pay X dollars towards public health, and we 
- feel it would be far better for that to be paid 
a with no strings attached, other than the health 


30 field, to each province, and let them do the thing 
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Which in their area is the most’ needful thing 
to be done, and not to be poured into a common mould 
which does not fit into many of the areas, 

The other thing which has always 
concerned us, and I know from discussion with other 
provinces it has concerned them, when you have these 
things done jointly -- federally and provincially -- 
the provinces are always concerned what their position 
will be down the road if for some reason or other 
the Federal authorities decide they are no longer 
going to go on in that field. Once these programmes 
are started it is almost impossible to discontinue 
them. We have had in the last few years in Canada 
a number of concrete cases-where joint projects 
have been started, and provinces have been asked to 
pay a part of the cost, and two or three years 
later the Federal authorities say, "We cannot go on", 
Those provinces are put in an extremely difficult 
financial situation. They either have to put up 
the money which they haven't got, or discontinue 
the service which they didn't initiate in the first 
place, but which they were more or less pressured 
into by a joint sharing scheme. 

THE CHAIRMAN: And, I presume, with the 
resulting political odium that results from it, 

THE HON. MR. MANNING: Well, it is not 
only the political aspect, but particularly in welfare 
services, once you have a large body of people who 
are to a considerable degree dependent on a service 
of this kind, it is almost impossible, from a 
humanitarian standpoint to say, "There is not going 
to be any more of this". 

THE CHAIRMAN: Mr. Manning, we are very 


much obliged to you for your assistance to this 
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1 Commission today. I) think ‘the diséussion has been 
2 not only stimulating but extremely valuable to us. 
3 We will give the very closest of consideration to 
the various points you have raised, which we have 
heard with very great interest indeed. 

THE HON. MR.MANNING: Thank you very 


much,Mr. Chairman, and gentlemen, 


THE CHAIRMAN: We will now adjourn until 


8 oR .M: 


--- Luncheon adjournment. 
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SUBMISSION OF THE CREDIT UNION 


LEAGUE OF ALBERTA 


APPEARANCES. 

E. Ouellette - Managing Director 

R. Hughson - Edcuation Director 

H, Hewitt - »-President 

G. Swales - Executive Treasurer 

J. Khodive - Chairman of 
Legislative 
Committee 
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THE CHAIRMAN: The Credit Union League 
of Alberta. Mr. Hewitt, the president, I believe 
you will be presenting your submission. 

ME, HEWLTT: That is corprest., e227. 

THE CHAIRMAN: Well, we welcome you 
and look forward to your submission with great 
interest. 

MR, HEWITT: Thank you, sir. We are 
happy to be here, I might mention, members of the 
Royal Commission,and we would like to present 
this brief to you because we feel that it is 
representative of the credit union movement in 
Alberta. 

Perhaps first of all I should introduce 
myself as the President of the Credit Union. League. 
I am from Calgary, Alberta where the headquarters 
of the League is. I have been connecied with the 


movement since 1939, not only in my own credit 
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union but also in the League of which I am also 
a director, 

I would like’ to introduce to you the 
other members of our delegation. On the far left 
Mr. J. Klodie, who is a member and a director 
of the League and also Chairman of our Legal 
and Legislative Committee. Mr, Swales of Calgary 
is also a director of the Léague anda member of 
the credit union in Calgary and financial treasurer. 

On my right I would like to present 
Mr. Hughson, Education Director of the Credit 
Union League, and my far right Mr. Ed. Ouellette, 
Manager of the Credit Union League and also of 
Central Alberta Credit Union, 

Mr. Ouellette will be our principal 
spokesman this afternoon and any questions may 
be directed to him and he will apportion the questions 
among ourselves. With your permission I would like 
to present the submission, 

This, of course, is a brief summary of 
the brief which youSentlemen already have had and 
have with you, I have no doubt. 

THE CHAIRMAN: I may say there are a 
number of ladies and gentlemen in the audience 
today and they may have difficulty hearing you 
because your back is to them. Actually whether there 
is any way of making yourself heard --- 

MR. HEWITT: .I can ‘talk a little louder, 

Purpose: The purpose of this brief 
is to present a complete picture of the Credit 
Union Movement in Alberta. This will cover the 
period between 1938 and 1960. This brief will not 
necessarily relate to the questionnaire because 


much of the informationis not yet available. 
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This will be included in the National brief. 
Objectives: The principal objective 
of the Movement in Alberta is to establish a co- 
operative enterprise to provide low-cost credit 
to members, Other objectives are the provision of 
a savings institution, training’in money management, 
savings and loan insurance and lessons in democracy. 
Organization: Credit Unions are°organized 
under’ the’ Credit Union Act, among’ persons, having a 
common bond of association, They are operated by 
ected’directors, credit and supervisory committees 
and managed by a paid secretary-treasurer., Credit 
iLOns are Yurther’ organized into a league having 
membership in’ national associations. These provide 
sources of advice, research, guidance, protection 
and promote further organization, and growth. 
Promotion and Education: Following 
educational work among interested groups, ‘Credit 
Unions are chartered by the Provincial Government. 
Each Credit Union receives assistance from the 
League. The officers are trained in thair duties 
and responsibilities by the League through Chaprers , 
Conferences and Literature. 
Operation: The Directors have full 
Management of the Credit Union subject to the 
approval of the members in Annual Meeting and 
acoording to the Credit Union Act. Actual conduct 
of business is carried on by the manager or secretary- 
treasurer who alone is paid for his services. The 
Credit Committee passes on loans for provident, 
productive or’merchen’‘sing reasons, Security 
and repayment schedules on loans are arranged by 
this committee, The Supervisory Committee conducts 


quarterly audits to check on operations. An annual 


audit is also made by the Government Examination 
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sranch or Chartered Accountant, 


services and Accomplishments: Credit 


Unions. perform four basic services. These are 
Savings, Loans, Insurance and Financial Counselling. 
Savings are made by members who purchase dividend 


earning shares. Loans are made, principally in the 


6 Personal and Small Loan Field at fair rates of interest. 
7 Insurance is, provided to members on share savings 
8 and loans. Counselling is given in Family Finance 


by Credit Union. Officers, and through literature 
on the subject. Through elections of officers and 
participation @t-Annual Meetings, members 1. 


democracy and money managements, 


History of Credit Unions in Alberta: 

13 The first Credit Unions were chartered in Alberta in 
14 1938. Growth has been steady until, at the end of 
15 1960, ihere were 253 Credit Unions having 77,938 
16 members owning $29.,215,581.83. in assets. . The Credit 
7 rmed in 1942 and chartered in 1944, 
1 

than 250 Credit Unions are members of the League. 


The Alberta Central Credit Union, Ltd., was formed 


in 1947. ae a deposit and loan institution tor Credit 


20 Unions and Co-operatives in Alberta. Some 270 Credit 
21 Unions held membership at the end of 1961. 

History of Liquidations and Mergers; 
Between the years 1938 and 1960, some 367 Credi 

chartered. Of these, 84 have been 
dissolved. for various reasons, 12 are shown as inactive, 
5 amalgamations have taken place and 7 are not 
reporting regularly and are also considered inactive. 
In most cases, no losses to shareholders has occurred, 
Four charters were issued in error, 

Reserves Guaranty Fund Investments 


bonding stabilization liquidity: The Credit Union 
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Act requires that each Credit Union must maintain 
liquid reserves equal to 5 per cent of paid-up 
capital (shares) and 10 per cent of deposits 
except that where orders are allowed to be drawn 
on deposits, 25 per cent is required on the latter, 
In practice, most Credit Unions hold greater reserves 
thanthis. Investment figures are 22.6 per cent 
of shares and deposits and.19.9 per cent of assets, 
Each Credit Union must set aside 20 per cent of 
Net earnings before dividends plus all fees and 
fines into a Guaranty Fund against bad loans. Write- 
offs to the Guaranty Fund amounted to .109 per cent 
of total loans to the end of 1960. Present Guaranty 
Funds equal 3.5 per cent of total shares and deposits 
and 4.08 per cent of loans.» Cash reserves stand 
at 7.1 per cent of shares and deposits, 6.3 per cent 
of assets while cash and investments are 19.93 per cent 
of assets. In addition to these reserves, League 
member Credit Unions participate in a Stabilization 
Fund that will, by 1963, total $200,000.00. The 
stated objective of this Fund is to under-write 
Credit Union members share holdings.~ All Credit 
Union officers and employees are bonded in a 
minimum amount equal to from 10 per cent to 15 per 
cent of total assets as required by the Credit Union 
Act. Most Credit Unions carry bonds. for much 
larger amounts. The Act provides for retention of 
earnings when loan delinquency is above 40 per cent. 
Funds invested inAlberta Central Credit Union Ltd. 
constitute an additional reserve. All investments 
must be in liquid form as against shares, deposits 
and loans. 

Loan Practices: Loans are generally 


restricted to the Personal Loan Field. | However, 
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as Credit Unions get larger, more of the Mortgage 
types are being granted. Terms are from 12 to 18 
months, and occasionally up to 36 months. Security 
is most often by way of Chattel Mortgage and 
Co-signors. Trends indicate larger loans for 
longer periods can be expected. Every effort is 
made to make "cash buyers" of members. The 
basic interest rate is 1 per cent per month on 
the unpaid balance. Members know what they pay in 
interest charges. 

Conclusions: Growth is bringing problems 
in investment fields, money management, administration 
and human relations. Active study of these is 
carried on by officers, managers, and members under 
the auspices of the League and Credit Union National 
Association. Confidence is expressed that the 
people are capable of managing their financial affairs. 
We believe that Credit Unions should be governed 
by Provincial Legislation, taking into account the 
varying conditions throughout the country, so as 
to better serve the members. The Credit Union 
Movement is of the people and must be geared to their 
needs. Any control that tends to overlook this, 
is not to be contemplated. 

That is our submission, gentlemen. 

THE CHAIRMAN: Thank you, Mr. Hewitt. 
Shell we now Gall“on'Mr. OvelYettey ‘Perhaps 
the questions may begin after you have finished. 

MR? “OUFLLETTE &°"Wett; Mr. Chairman, and 
members of the Commission, first of all I have two 
observations I would like to offer. And then, 
as Mr. Hewitt has indicated, I would like the 
indulgence of you gentlemen in directing your questions 


first of all’to me so that I may,*knowing the members 
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of our representation,can direct them to the 
appropriate person, 

My first obs@jation is that as the 
members of this Commission will realize we are 
in fact preparing a national submission to your 
Commission. We are participants in the preparation 
of this national brief through our national 
organization. Therefore, there may be certain items 
that may come up for review today that we will in fact 
necessarily defer to the national brief since we 
do ngt. feel we are necessarily competent and 
sophisticated enough to answer questions on it. 
However, we do wish to be as factual and frank and 
straight-forward as we can in those areas we feel 
Weclar'e competent to speak on, 

The second observation I would like to draw 
to your attention is that there is no separate 
application from our Central organization here in 
Alberta. This is in fact included in the submission 
by the Credit Union League so if you ask questions 
concerning the operation of our Central organization 
to do with its operations or functioning I wish you 
would direct those questions in concerning yourself 
with this brief, 

This is about all. Ishavee to»say, Mr. 
Chairman. 

THE CHAIRMAN: I may say that we have 
had hearings in Vancouver in which the British 
Columbia Credit Union organizations presented quite 
elaborate briefs and we are more or less familiar 
generally speaking with the principles involved 
in credit unions so that perhaps it might save some 
time since we are already appraised of the general 


aspects of it and now our questions will relate 


x pegs iia 


ine 
ry 


_sdt ot medt tosrib as9,nelistneeesqe1 a0 to 
sfloeteg staitugqorgqs © 
oft es teds ak noitspSedo tavit.yM), 4 oss 


eis sw ssifssx [Liw anoteeimmod atdt io e1sdmom 


tuoy ot noteeimdyve Lsenoitsa 5 gnirsqsetq tost ai 


no itstagsetgq edt oi etnsqioliasq sis sW TOL28 ImMED 
{snottsna wo dguyotds tetad Ismoitsa eidt+. to 
emsti mistieo ed ysm stedt ,stoteredT ,noltssinsgr1o 
tost ai Ifiw ow tsdt ysbot .waivest tol qu gmoo ysem tsdt 
ew sonte tsird [snoltsn sAt ot tstsb yliasessosn 
Sas rnetsqmoo ylinseescen ex5 sw [set og ob 
«Ji go enoltesup sswens ot dguons betsolteidqoe 
bas x>Ansii bas L[sutosi es ed.ot neiw ob ew ,.tsvowoH 
{set ow esest& saodt ai a69 sw 25) biswirot-tdgisite 
10 Asegqe ot tnstoqmosa sis sw 

wsetb ot oxfil bluow I nottsvaisedo bnoose sdAT 
sisisqe2 om ai sisdt pedd-et noitastis iwvo0y.ot 
mi sted aoisssinsyto [stined — mort roLtsotiqgs 
noLeeimdye oft ni bebufont tosi ai st etdT .stredlA 
enoitesup Aes voy ti o@ eugsod noinU tibsx) st yd 
aoltssinsgio Isytae) wo to moitsisqo edt 3ninirsonos 
woy setw Ll gnimoitonut to emoitsisqo eti Atiw ob. ot 
tflsexrvoy gnimtsonoa mk amottesup seodt toextb bluow 
~isiad eidt.dtiw 

-tM .ys2 ot svsd I [fs tuodsa et aidT 
items 


evsd sw tsdt yse ysem I SWAMALAHD BHT 


m@ttiwa edt doidw oi tevwoonsV ai agniased bsd 
stivp bstnasesig enotissinsgyo moinu tibet. sidmuiod 
asilimpt eesl ro siom sis ew bas atsiad stsi0dsis 


bevlovnt aslqioning edt dtiw gaixtssqe yilsiensg 


emo2 ovse tigim ti, eqsdteq tsdt oe enoinu tibero at 


29 


30 


Nethereut & Young - 381 - 
Terente, Ontario 

to any special items that appear in your brief 
that we would like further information on, 

COMMISSIONER HARROLD: Well, Mr. Chairman, 
I might lead off with a very general question. I 
notice by the brief as a whole that the rate of 
growth of credit unions at the present time is 
comparatively high. Would you have any observations 
to make as to the reasons for the recent rate of 
growth? What factors seem to affect the rate of 
growth of credit unions here in Alberta? 

MR a,OUBLLETRTE icahsamenet sure ssNn. 
Chairman, that Mr. Harrold's question is directed 
by way of extracting the value of the present 
Situation as against the past situation. Is this 
right? 

COMMISSIONER HARROLD: Yes. 

MR, OUELLETTE: Under those circumstances, 
Mr. Chairman, I would call upon the member of this 
representation, this group today that has quite 
a considerable backgzrou in Alberta. I donot 
consider myself competent to answer your questions 
and I would call on Mr. Swales.s 

MR.SWALES: Gentlemen, I believe that 
there are probably a number of factors that have 
influenced the rate of growth and we feel that it 
has been substantial in this province. We might 
like to give reasons. I feel that being factual, 
honest, possibly one of the prime factors in our 

oth has been our willingness to encourage people 

to come in for. the service of loans. I say 1 
do honestly admit that one of the factors in our 
growth has been our willingness to encourage people 


to come in and discuss their personal lending problems 


with us. 
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1 While I feel that that is an honest 
2 admission and that that has attracted a great many 
3 people, we like to feel that when they do come in 
4 to. join the credit union that they do this and 

assist us to grow. through the fundamental basis 
: of people working together for a good purpose, in 
e encouraging their saving and encouraging them 
7 to work with, their neighbours and friends with a 
8 common bond to do something for others, 
9 Other factors may be the insurance 
10 benefits on savings and loans, easy accessibility 
rr by all people and I think perhaps that those are 
: the main factors in the growth of this movement. 
COMMISSIONER HARROLD:. You. were, not. in 
» existence several years ago, 
a MR... SWALES:.. Well, of course, credit unions 
15 were first introducedin Alberta in 1938. 
16 COMMISSIONER HARROLD;._. But I- believe 
17 comparatively speaking the last few years there has 
18 been a much faster rate of growth than there was 
io in the former years. 

MR. SWALES:- That is right in common 

in with other people also has been the growth in the 
“ past few years, the expansion of consumer, credit. 
22 In other words, many institutions today are interested 
23 in providing a service for the people by going into 
24 the personal loan field through instalment selling 
25 and so forth and, I think possibly this has also 
6 influenced the rapid growth of credit unions 

with the question of credit becoming a conch kate and 
‘ more wecognized as a material factor in our economy 
28 ; 

than. 1t was years ago. 
23 COMMISSIONER MACKINTOSH: Mr. Ouellette, 


30 you spoke in the brief of the democratic organization 
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and processes of the credit unions. How far 
do the membership actually participate actively in 
the annual meetings? Does this differ between smaller 
and larger unions? 
MR. OUELLETTE: I think I can fairly 
claim, sir, that we have a quite substantial meeting 
of membership participating in the general and annual 
meetings of the credit unions of this province. 
Certainly there is a variation. The quorum that 
is necessary for the annual meeting is set by 
the ‘Tegislation of ‘this province, 
COMMISSIONER MACKINTOSH: What is a quorum? 
MR. OQUELLETEE: 10 per cent of the membership 
or $0 persons’, whichever is the Tesser. ~~ It also is 
required that these annual meetings be held within 
the first “Cwo months, Vanudry or Februdry. ~ I -think 
that is the requirement. I think’ the requirements 
are pretty well met at all general meetings and 
I think this is a commendable observation to make 
on behalf of the membership in that they are 
particularly careful in the#® own organizations to 
see that this quorum of 10 per cent 18 met regularly 
and we have had numerous occasions where much larger 
representations are frequent. I personally, as 
a member of the executive, have occasion to attend 
some of these meetings and not infrequently I have 
seen examples of attendances as high as 90 per cent, 
I would like to go to the other point 
that arose, if I may, and explain to you that this 
is perhaps possibly the corner-stone of the organization 
itself. And that is that the operations of the 
credit unions are carried on by the elected officers 


of the organization and subsequent to that the 


management group. 
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Nevertheless, I do think we have 

preserved throughout the years of the history 
of the credit union novement in Alberta quite a 
strong tradition of membership participation and 
democratic action. I think this is -a:fair statement. 

COMMISSIONER MACKINTOSH: Do you think 
that would hold in the large as well as the smaller 
group? 

MR, OUELLETTE: Personally, I think it 
does.Our experience has been that, in fact, the 


larger group sometimes enjoys as much participation, 


by and large, as some of the smaller ones. oI think 
possibly this is the result of success. «The smaller 
sometimes find it difficult to be attractive. I 


am not saying this is general throughout, because 
somebody has to have zeal and enthusiasm to find 
it is an attractive organization, but as the 
organization becomes larger and successful, naturally 
enough, it is easier for the group to attract 
participation at the membership level. 

COMMISSIONER LEMAN: Mr. Ouellette, I 
think we might turn now to the question of supervision, 
auditng, and that sort of thing. 

MR enQUEGLETTE:« cYess 

COMMISSIONER LEMAN:. I note from: Appendix 
B that the League started an audit service in the 
middle of 1960 -- offered it to the indivdual unions: 
Could you briefly describe for us to what extent 
the League exercises any authority over the individual 
unions; or, not at all? 

MR, OUELLETTE: Over the individual unions? 

“GOMMISSIONER LEMAN: Yes, or not at all? 

MR, OUELLETTE: ‘My answer to that would 


have to be that as far as direct authority or the 


% ‘ae 7 


- 


af . 
a= Maes ae, - ig 
sved. 9w AGES OL BRS BEIT RE oe bie! 

I. 


yioteid sft to etsey ort tuodguotds bevisasiq ig 


MI 
} 
1 


_ 6 etiup sited{A ai tasmovon aoinu tiberp edt to |. 


bas molisqiortisq qinersedmom to ngisttbsat gcorte 


-Snometste isi 5s ef eidt Anidd,I .moittos ottsis0meb 
Anidt voy o0  sHeOTUINSAM AAKOTS2IMMOD 
tellsme sdt 25 [few es egisl edt mi blod bivow tsdt 
{quorg 
ti Aacidt I ,.yviisnosits? +:aTTIIIGvUO .AM 
sit ,tost ai ,tedd need esd “sons ttegke iw0.e90b le 
. 


<toljsqtottisq doum a6 eyotas eemitemoe quory reagiel 


Antdd I. .eomo tellsme. srt to omoe. as ,9R ts! bas yd | 
tottsme efT ,easoove to tiveer soit et eidt yidieeogd | 


I ,evitosrtits od ot tiusitiib +i bait eemitemoe 


as Se 


seunood ,svorguoidt [steneg ei eidt gnivse ton ms 
bott ot mesteundtas bos [ses svsd ot esd ybodemoe 
; edt a6 tud ,aolttssinsgio svitositits as et si 
yilsiitsn ,.futesesoue bas regis satis mo Ltsxiasygto 
tositis ot quorg st tei rstess ei +i ,.dguons 
level qidetedmem eft ts nottseqioltrsg 

vi , sttolLlouo ot. :MAMAI AIMOLSSLMMOD 
«10Leivisque to noitesup edt ot won arut trdgim ow Anidt 
aie to txoe teAdt bas ,3atibus 

-297. kate aIIAU0_.aM 

xibnoggA moxt stom I :WAMAJ AaMOL2eTMMOD 
eft mi solvise tibus as betaste 9U359.] —" a 
‘anoiny Lsubvibai ods ot ti beuette -- 08ef to sfbbim 
tnstxs, t5dw ot ey rot editoeab ylisiud voy bived 
isubivebnkt odt Ievo ytivodsus YAS aseiorisxs sugssi sit 


Tits $6 ton .0 


AT TEL IavO AM 


eenoinau 


Sanotnauy Isubivibai edt xevO : 


Nethercut & Young -"385>- 


Terente, Ontaric 


to 
ability /coerce action from the directors of credit 


unions is concerned, this does not exist as far 

as the League is concerned. I think the term 

has probably been thrown around rather handily 

in’ the last few years, as far as you gentlemen are 
concerned, and that is the moral suasion term, 

I think there is a considerable amount of pressure 
brought to bear upon the officers of credit unions 
in the knowledge their actions, their decisions, 
their growth, their success is going to be measured 
against that of others like themselves in the 
province. This is where the real influence of the 
League manifests itself, and I think it is there, 
yes. 

I am not sure I have answered your 
question, because you began by asking about the 
audit service. I want to point out very deliberately 
here that this is not to be considered in any way 
as being a full-fledged activity of the League. 

For example, the people employed in this particular 
capacity -- let me start again: These people are 

not, in fact, employed by the League or anyone 

else. They are independent professionally. They 

are, in fact, chartered accountants, and they are quite 
independent of the League as far as their ordinary 
practices are concerned; but they are. in fact. 

very familiar with the nature of operations of credit 
unions and their needs in advice and in counselling 
and coaching, and you might say they are specialists 
in the accounting of the credit union movement, and / 
are devoting the majority of their time and talent 

in this way, As far as fees for services are 
concerned, these are directly paid by the organization 


to this firm, Is this the question? 
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COMMISSIONER LEMAN: Yes, but I would 
like to ask a subsidiary question: What is the 
reaction of the League staff to acredit union 
that refuses to send a copy of its auditor's 
report? 

MR. OUELLETTE: To the League? 

COMMISSIONER LEMAN: Yes. Would your 
reaction be that that is a strange attitude? 

MR. OUELLETTE: Yes, I think, we would 
regard it as a strange attitude; and, regarding 
it. as a strange attitude, I think probably the 
action of the League staff would be = take all 
pains in ascertaining why that attitude existed, 
and if it was felt necessary thereafter to draw it 
to the attention of the authorities. 

COMMISSIONER LEMAN: - If any specific 
credit union requests any help from the Central 
body in the form of a loan, you would probably insist 
on full reports, wouldn't you? 

MR. OUELLETTE: Quite definitely; yes, 
we do, and I think reasonably so. I am sure you 
would agree with that. We do, in fact -- understand 
that we get the co-operation at the Central level 
in that regard. 

COMMISSIONER LEMAN: There is also a 
provincial supervisory system? 

MR. OUELLETTE: That is right. 

COMMISSIONER LEMAN: . Could you comment 
to us on that? Is it adequately staffed? Is it 
able to do a fairly thorough job of supervising? 

MR. OUELLETTE: Immediately, Mr. Chairman, 
let me remark that so far as the credit union 
movement is concerned in this province: we are 


very, very pleased with the co-operation and the 
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generosity accorded to us by the government of 
this province in this particular matter. You have 
asked whether or not they are adequately staffed, 
and this, of course, becomes a matter of interpreting 
what is "adequate", I think if you want to use 
comparisons, and we do inevitably make them from 
province to province, of course, I think we probably 
enjoy as high a percentage of staff to the job 
as any other province in Canada. Generally speaking, 
I would say staff-wise we do have adequate staff, 
I would also like to add that we are constantly 
working with the supervisory authority in this 
province to discover and bring out ways of improving 
the inspection system with them,and I think only the 
very naive would say we have developed in this province 
the ultimate in the inspection system. We are working 
at it, and we think it is of high calibre now, 
but we think it can be improved. 

THE CHAIRMAN: You have a supervisory 
committee in each union? 

MEAMOURLSEGLES YYes aca 

THE CHAIRMAN: That is, as I understand 
it, just glancing at the Act: That is elected 
at the provisional meeting -- the first meeting 
of the union, and I suppose subject to re-election 
from time to time? 

MR. QUELLETTE: Every year, yes sir. 

THE CHAIRMAN: And one of their duties 
is to make an annual audit or cause an annual audit 
to be made by a chartered accountant or other qualified 
person and submit a report to the annual meeting. 
Have you anything to say as to whether:those 
provisions are complied with regularly or, if 


they are not complied with, what action has been 
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taken on any particular instance? I just want 
to get a general view of what goes on in that 
respect, 

MR, OUELLETTE: Mr. Chairman, first of 
all -- and you realize it very ,wells of courses -- 
but for the purpose of the rest of the people in 
this room here, that you have in fact quoted a 
requirement of the law of this province for the 
operation of credit unions, and it is in fact 
the supervisory authority's responsibility to see 
that law is complied with. So, any remarks we 
might make along these lines would be a generalization, 
and you have indicated this is what you are seeking 
from us. I would say toa very great extent that 
this provision is, in fact, being complied with 
because rightly, I believe, this government has 
within the framework of its legislation, standard 
bylaws that supplement the Act you have there, 
certain requirements that will, in fact, be 
effective in making these provisions adhered to, 

I think generally, yes, to answer your 
question simply, that this is being done. 

COMMISSIONER BROWN: Going back to «the 
provincial inspection staff, you answered generally 
about adequacy; I wonder if you could tell us 
just how many inspectors are employed and, further 
on that, do they make surprise audits of credit 
unions -- surprise visits? 

MR. OUELLETTE: Again, Mr, Chairman, 

I believe at the present time the number of 

persons directly engaged in auditing at the 

present time is eight in this province. In addition 
to that we have other supervisory persons that are 


indirectly engaged in the audit activity as well. 
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Those directly engaged, I think, number eight. 
Now, you asked a second part of the question ...? 

COMMISSIONER BROWN: I was wondering 
about surprise audits? 

MR. QUELLETTE: Yeo, this is an fact 
done by them and also by the supervisory committees 
that your Chairman has mentioned to us a few 
moments ago. He made reference to an internal 
audit committee that. acts additionally to the 
government audits. They also make surprise 
cash counts and inspections that the provincial 
financial officer of the treasury is not aware of, 

COMMISSIONER BROWN: And is this entirely 
at the expense of the government, or-is' it contributory? 

MR.e OUBLLETT Ese Noge itc isvnoin contributory ; 
it is at the expense of the government. 

COMMISSIONER BROWN: Do all the credit 
unions belong to the League? 

MRs. QUELLETTE:i No, off thank atwithe 
present time, on the statistics we have in this 
particular summary -- and you realize this thing 
changes --- 

COMMISSIONER BROWN: Itois a little 
conflicting because some figures were at the 
end of 1961 and others in 1960. 

MR, OUELLETTE: That is» correct. In fact, 
at the present time, since the brief was written 
the figures have changed again, naturally. So, 

as we say, this is a relative thing. 

MR. HEWITT: There are 250 members of 
the League out of 281 in the province. 

MR.HUGHSON: That has gone up again, 

Mr, Chairman, to 253 as members of the League, 


and some 36 non-members. 
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COMMISSIONER LEMAN: Could you describe 
for us in your own mind, or in their minds, what 
are the advantages and disadvantages of belonging 
to the League? Why wouldn't they all belong to 
the League? 

MR. OUELLETTE: May I ask the gentleman 
on my left, Mr. Hughson, who is responsible for 
the educational programming of the League to 
answer that question. 

MR. HUGHSON: I don't know whether I 
actually know all the reasons why credit unions 
do, not belong. to the League.,- I suspect there is 
some ancient history involved in this question. 

I know in the past three or four years since the 
credit union League became more active in the field 
and more and more credit unions have seen fit to 
affiliate or reaffiliate with them, and with very 
few exceptions all new credit unions are affiliating. 
Why: There is quite a variety of reasons why. 

Some are from the financial standpoint in that. the 
League dues, are. a.facton:... 90. cents. per. person, over 
the age of 16 a year amounts to quite a figure 

with some of the larger credit unions. Others 

do not belong to the League because they feel it is 
not necessary; that they are doing very well as is. 
They are enjoying most of the advantages of belonging 
to the League without having to pay the shot, so to 
speak. Through the League, which is the only 
organized voice in Alberta, they are getting the 
protection of the law in whichwe, as the organized 
body, make all the advances to the government 
supervisory body, and they, in turn, come to us 
whenever regulations have to be changed or amended. 


So, there is a group enjoying this without having -- 
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it is true they do not have a voice in it. but 
up to now it looks as though they are quite satisfied 
with what we are doing. 

Some years ago the matter of insurance 
was a factor. I feel that we sold the League on 
the underwriting rule that we had with our own 
credit union insurance companies. Other credit 
union insurance companies, or companies that 
carried credit union insurance started up in that 
field, and the underwriting rule, I might explain, 
was one in which our own credit“union insurance 
company would not write insurance unless the credit 
union was a member of the, League. When other 
eredit. unions insurance came into the field, 
several of the credit unions broke away from the 
League or, in the case of new ones, never joined 
the League at all because they could get insurance 
with other companies. This was a factor. In the 
last few years the matter of insurance has become 
less and less important from the standpoint of 
League membership, and this has been evident in the 
fact that now a great number of credit unions have 
League membership although they take insurance 
with companies other than those sponsored by the 
credit union movement. 

Then, there were personal things which 
came in: Sometimes differences between the people 
in power in the supervisory body -- that is, the 
government body -- and those in office 1n.the 


League. These kind of things creep in -- the 
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personal angle -- and I think that was a factor 
in some cases. 

I think those are probably the main 
things. 

COMMISSIONER LEMAN: Would you say 
that .generally those that do not belong are 
large ones or small ones? 

MR. SWALES: No, as a matter of fact 
there are few large ones. I think there are one 
or two that have more than $5 million in assets 
but generally speaking the assets of those who 
do not belong are smaller. I have been working on 
some graphs for presentation at the Convention coming 
up on the lst of April on growth between non-League 
and League credit unions.,. Last year there was an 
increase in the number of creditiunions from the 
end of 1960 to the end of 1961 of from 250 tc 
284. None of those formed last year are considered 
as non-League; in other words, they all are members 
of the League. There were 36 non-League credit 
unions at the end of 1960 and 36 non-League at the 
end of 1961. 

In membership increase the members of 
non-League credit unions increased their total member- 
ship by 574 persons whereas League member credit 
unions increased their membership by 7,882. On 
the assets, the increase in League membership credit 
unions amounts to $4,846,000 approximately, whereas 
the increase in assets in non-League credit unions 


was $1,120,000 approximately. Over-all, the increase 


. “ss py. ey im | ine ns wi, : ad 
103063 5 esw tedt Anids I bas ee ee on 
t it) #e aot 22: a od 7 

292659 smoe mi 
oA 


ntism odt yidsdoig 91s seods Anids I 


yee voy blirow | :WAMBI AIMOT2eIMMOD 

9X5 paroled ton ob tedt seods yilsxsnep tacts 
| | Seenc Lisme 10 29no opis l rr. 
y ; tost to 1essem Ss Bs ,Oou ;eaadAWwe .AM . ie 


eno sis sisdtj Aditdd I .eesno spisi wet sis s1rsdt Fe 


etsees ni notilim 2 asdt siom svsd tsd+ owt 10 


orfw seodt to etoeas sit pnitsege yils1rened gud 


moO pnitiow need evs I .xelisme sis pooled ton ob 
enimos moLtnevnod sdt ts aoiistneesig 1x02 erlqsxp moa 
supBSii-non seswisd dtworp tio LiagA io tel edt no qu 
1s esw sisdt issy desl .enoinu tibsxo supss. bas 
eds mort enofnaw tibsexo to xadimun edt ni sase1ont 
oF OCS MOTI to feel to bas sdt oF OdCL Ito bas 
beushienos eis rsey sjesl bemiroi seont Io snow .S8S 
azoedmsm esis [fs yedt ,ebiow zedto at ssupss.i—non ta 
Stbexo supssd~non d€ Ssisw si)eAT -2upss. sds to 
eds ts supsed-aon of& Dns oe to bane edt ts anoiay 
.L8eLf. to bas 

to axsdmem edit. sessxonti gqideirsdmom ni 
-rsdmem Isto03 xzied4 beassioni anoiny tibsxo supss.Ji—non 
tibet Stim Suseaad essisdw enoeisq AYd yd qide 
m0 -$88 7 Yd qideisdmem anes beesstoni anoiny 
t+ibsxo gt de redment supsad ni sesexoni eds ,etsees ot 


. Mas 
essisdw ,ylsismixexggs 000,038 ,B¢@ oF esnuoms enotay 


énoiny tibexo supsed-non ni 


Nethercut & Young - 398 - 
Terente, Ontario 

was nearly $6 million combined. So it is interesting 
to note that on percentage of increase League 
credit unions showed an increase of 17.8 per cent 
in assets whereas non-League credit unions showed 
an increase of 51 per cent’ which is a big total 
but in total number of dollars it was not nearly 
as great. I cannot explain why the big jump 
percentage-wise- occurred. I have not aoe Ghiac far 
with my investigation. I am now in the process of 
making comparisons between individual credit unions 
non-League as from 1960 to 1961 to see whether 
it was the larger credit union that had the greatest 
percentage of increase or the smaller credit unions 
but I have not yet completed my investigation. 

COMMISSIONER LEMAN: Do these figures 
allow for the transfer of membership in credit 
unions from one class to another? 

MR. SWALES: Yes. There was no transfer 
during 1961, that is, from League to non-League. 
There were some from non-League to League during 
that time. I think that this about covers it unless 
you have something further. 

COMMISSIONER BROWN: Can they participate 
in Central if they are non-League members? 

MR. SWALES: Yes, there is no qualification 
with regard to membership in the League, that is, 
the membership in Central. In fact we have a number 
of the 36 non-League who are members in Central. 

MR. OUELLETTE: Mr. Chairman, if I might, 


I would like to expand on that point and that is to 
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1 
Say aS you people realize Central is a completely 
2 : 
independent body and has its own system of 
3 . 
government, it has its own group, its own officers, 
4 re 
it 1s completely a business enterprise. 
5 
In spite of the fact that we are making 
6 
a dual presentation on behalf of Central I want 
7 
it to be understood that this is an independent unit 
8 . 
to the League itself. 
9 
MR. HUGHSON: Alberta Central does hold 
10 oe 
membership in the League but ~in nio case do the 
11 ' ; 
heague ini ivencetirerr’ actions, uecis tons Of plans 
12 
of operat ror. 
13 
COMMISSIONER LEMAN: But Central must 
14 ' 
betong ‘to the’ League on~a different ‘basis? 
15 
MR. ‘'HUGHSON: They belong on a voluntary 
16 ; a ee ee 
basis for the purpose mainly of participating in 
17 
the ‘stabilization fund. 
18 
COMMISSIONER LEMAN: How are their 
19 
units sharéd? 
20 
MR SCHUGHSON:: ‘From ‘our “aceount 7+ “They 
21 ’ 
are paying the same basis per their credit union 
22 . 
as *throvigh' ‘any ‘credit union's’ As’ far’*as “the “money 
23 
is concerned it is of very littte’ ‘consequence but 
24 ee ; 
technically and legally the participation is there. 
25 eae 
They pay 90 cents per member credit union similarly 
26 
with us, the ordinary credrt “urton” pays 90 cents 
27 8G 
for a member over the age of 16 but it is merely 
28 
a technical thing. 
29 
COMMISSIONER LEMAN: May I jump to a 
30 


different subject now? I read one of the little 
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pamphlets marked Appendix IV A about your Board 
of Directors and the first paragraph of it says: 
"A..credit union is a legal corporation, but it is 
unlike the big business corporations you read about. 
It is governed by a Board of Directors elected 
by the members. These Directors are responsible 
for the operation and policies of the credit union." 
It could not have been meant, could it, that that 
was the way in which credit union was aver etede 
fzomadhbig icorporationpArcouldlit? 
MR. OUELLETTE: Mr. Chairman, if I may 
you are referring to paragraph 1, are you? 
COMMISSIONER LEMAN: Yes sir.I would rather 
think that was a point of similarity rather than 
a point of difference. 
MR. OUELLETTE: And in fact in language 
this implied difference, is that what you are saying? 
COMMISSIONER LEMAN: Yes. 
MR. OUELLETTE: Well, frankly Mr. Chairman, 
I cannot disagree with the gentleman in his 
observation. From having read it again I think 
this pamphlet is probably week in that regard. 
COMMISSIONER MACKINTOSH: I suggest it 
would be stronger if it said that each member had 
a vote. 
MR. SWALES: Yes, I think probably that 
did not go far enough with this because that implied, 
I think, that there is a difference here. Because 
you vote as one person and not as a shareholder 


and this I do not think was explained. 
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COMMISSIONER MACKINTOSH: May I ask 
some questions? I have been looking at the other 
credit unions. There is a variation in their records 
relating to the amount of savings they acquire 
on the one hand through subscription of shares and 
on the other hand through deposits. Are deposits 
increasing in Alberta as rapidly as shareholdings? 

MR. OUELLETTE: No, they. are not, Mr. 
Chairman. In fact, in Alberta the system of deposits 
is rather limited. Shares, of course, are the 
mainstay of the operations of the credit unions 
in Alberta and deposits withdrawable by voucher 
or otherwise is not a very widespread practice in 
this province. In fact, we find as few as 12 
credit unions in Alberta who do conduct a withdrawal 
voucher system of operations. 

COMMISSIONER MACKINTOSH: There are so 
few I take it there are not any special arrangements 
watch »z:he.bank -foer clearings. 

MR... QUELLETTE: .. Yes «there, age. 1 We 
in fact operate under a special schedule of the 
Canadian Bankers' Association as do every other 
credit union in the Dominion of Canada. There 
are two schedules which may apply in each province 
of Canada. In this particular province Schedule A 
is the one under which we operate which makes every 
organized credit union make its own arrangements 
with the banks, not through any centralized agency. 

COMMISSIONER MACKINTOSH: We are charged 


to examine the operations of monetary policy. Can 
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you tell me whether the shifts in monetary policy 
and changes in the degree of consumer credit and 
rate of interest have affected the operations of 
your credit unions and the degree to which it 
can carry comfortably? 

MR. OUELLETTE: Well, Mr. Chairman, first 
of all let me disagree that I think in so far 
as degree is concerned this is one of the areas 
in which I believe we would ask you to bear with 
us until the presentation of the national statistics 
of this nature because I think we are nationally 
drawing up a new table and getting adequate statistics 
to support any position we might take. 

However, we are agreed among ourselves 
here from the representations you have before you 
today that we do want to make some observations 
that must be considered in the nature of opinion 
and if you are ready to accept that I think we 
are ready to make some observations and I think with 
your indulgence again I will go down the line, 
after I have had a few remarks myself s ety CNL © Et 
function generally the credit union movement is 
responsive to the rise and fall of the economic 


conditions of this country. 


Now, I do think also that they are 


not immediately responsive. I think there is in 
fact a time factor here. I do think in the long 
run -- - 


COMMISSIONER MACKINTOSH: You mean there 


is a lag. 
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MR. OUELLETTE: There is a lag, yes, 
and I think it is reasonable because of the fact 
that the credit union movement involves a great number 
of people and when you have people involved of course 
the responses are slower but I think generally 
enough we are responsive. I might go downthe line 
and ask our Chairman, Mr. Hewitt, to say something 
on that. 

MR. HEWITT: There is not to.much”to 
be said regarding it as far as I am concerned. 

Like my friend Mr. Ouellette, I certainly agree 

that we are more or less responsive to this particular 
thing but we do feel, however, that somehow or 

other it has not had too much effect so far as 
Alberta is concerned. There is a certain amount of 
responsiveness on our part to that kind of thing 

but actually we remain fairly up-to-date in 

Alberta. 

COMMISSIONER MACKINTOSH: Do you get 
any reverse response which you run into in other 
institutions, more clients coming to you? 

MR. SWALES: Well, sir, I would like to 
answer this guestion because I manage a staff and 
over the years we paid a small dividend and in a 
few years we built up to where we were paying our 
members 5% per cent on our savings. Despite the 
increased return on savings in the last few years 
our officers and men have not been complaining and 
no increase beyond, shall we say, the 34 per cent. 


We have been considering an increase. It will be 
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a while, a matter of maybe another year or two 
and we might come up to 3-3/4 per cent or 4 per cent 
but we have been paying 35 per cent for some time 
now. We have also been charging 1 per cent per 
month interest on our loans but we have been refunding 
a patronage dividend at the end of the year of about 
15 per cent. This is an earlier concept in the 
past few years. We have been feeling in our credit 
union that we are onihyy concerned in looking after 
our own, encouraging our savings from our members, 


using them for a good purpdése, giving them a reasonable 


changes in that respect. 

MR.» OUELLETTE:;, Mr.j Chairman; ifvinmight 
elaborate I think Dr. Mackintosh in fact asked 
whether or not there was any acceleration in the 
demand for loans at certain times? 

COMMISSIONER MACKINTOSH: Yes 

MR. OUELLETTE: I do not think you have 
had an answer as yet. 

COMMISSIONER MACKINTOSH: On the savings 
side but not on the loan side. 

MR. OUELLETTE: On the loan side I think 
it would be fair to observe that I see no tendency 
towards an increase@idemand at the credit union 
level during times of restraint as far as credit 
is concerned in the economy. 

I would like to add to that, I would like 
to emphasize that our credit unions do not igofact 


return and we are slow in coming around to making 
in open arms fashion accept this demand ina 
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holus bolus fashion. in, tact) IATr Rink, that 
the bees union movement generaMty is rather 
conservative in its manner.of practice and this 
conservatism probably shows itself most at these 
times of demand. 

COMMISSIONER LEMAN: But you face 
substantial agreement with it. 

MR. HUGHSON: There is here an internal 
control from the standpoint of availability of funds. 
Credit unions are pretty well limited to the 
amount of money that they can loan based upon the 
share savings of the members. It is true that they 
do have the power in Alberta to borrow up to 50 
per cent of “therr paid up Caprrale.n che: even whet 
they need it but it has not been sur experrence that 
our Alberta Central has had demands made upon it 
beyond its capacity to satisfy them and from this 
we take it that credit unions are“loath: to borrow 

to 
from outside sources but tend/depend upon their 
own resources. 

COMMISSIONER MACKINTOSH: Does Central 
operate to any degree with bankers' credit? 

MR. OUELLETTE: Yes, it does, sir. 

We have incidentally an arrangement with the bank. 
We have our seasonal cycles as far as demand is 
concerned which, of course, I am sure you gentlemen 
all realize and when this occurs we do in fact 
draw on the bank and their facilities to meet this 
demand. I think this is possibly the place to 


observe that interestingly enough this is another 
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area for responsiveness of the credit unions. 
In fact, it has been within my experience. 

COMMISSIONER MACKINTOSH: You have been 
restricted? 

MR. OUELLETTE: That is right. 

COMMISSIONER GIBSON: The credit unions 
themselves have on occasion found it possible to 
tighten up their lending facilities because money 
1S tighter? 

WIR (OUUJE SAME "NAST 

COMMISSIONER GIBSON: Does this mean that 
it would be harder to get money from Central? 

MR. OUELLETTE: It shows itself all the 
way up and above the line because when the demand 
increases it is more noticeable at the Central 
level )'Central can only go so Ear an meeting any 
acceleration of, demand and it is then compietely 
necessary to draw from the banking facilities and 
they are very restricted in credit. 

COMMISSIONER GIBSON: I do not know whether 
in fact the Alberta Central ever really was squeezed, 
was it? Can you enlighten us on that? There were 
two periods when money was fairly tight, 1957 and 
L582 

MR. OUELLETTE: I would say -- and as 
i say thiseisiin the .aregver opinon naturally 
because I have asked in the beginning of this 
discussion for referal to the national brief for 
the specific factors behind this but I do not think 


Alberta Central was exposed to any undue pressure. 
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Certainly the pressure was there, we knew it was 
there, but it was not extreme. 

COMMISSIONER GIBSON: You were able to 
pay out the amount you had to but you knew you 
could not get any more. 

MR. OUELLETTE: That 1s right. 

COMMISSIONER BROWN: Have you ever used 
other sources of funds, considered any long-term 
borrowing at all? 

MR. OUELLETTE: No, we have not. You are 
specifically asking me now about the Alberta Central? 

COMMISSIONER BROWN: Yes. 

MR. OUELLETTE: The Alberta Cehtral has 
only used two methods of obtaining funds for its 
own operation and that was within the membership 
and the banking institutions. These are the only 
two sources. Certainly in the foreseeable future 
there is certainly no necessity at the present 
tine LOr opening other sources. 

COMMISSIONER BROWN: You have not considered 
investigating other sources? 

MR, OUELLETTE: No, frankly we have not. 

MR. SWALES: I have the feeling that 
in my experience with the credit union movement 
when we experienced tight money periods it is 
generally reflected in the banking people and our 
central have met alldemands and our credit unions 
have reasonably met the demands of the small loans 
even if their money was all loaned out but we 


have not found this an embarrassment at any stage 
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1 and I think we have even possibly without realizing 
2 it gone along with the actual policies. 
3 COMMISSIONER BROWN: Have you felt any 
4 pressure on growth, smaller acceleration of that 
5 growth? 
6 MR. SWALES: No, not particularly. 
7 COMMISSIONER GIBSON: How does it work? 
8 They wait, I suppose, until credit is plentiful. 
9 Does this stimulate your lending operations? 
10 MR. SWALES: Oh, people perhaps over-all 
11 have more loans and they are a little more confident. 
12 On a bouyant demand they feel like buying more cars, 
13 more furniture etc., so they borrow more. 
14 COMMISSIONER GIBSON: You do not change 
15 your Sgenera Pirate; “Ehough';* Wt test err per cent 
16 per month? 
17 MR. SWALES: Most of our credit unions 
18 maintain a stable rate for years and have not been 
19 changing that at all. 
20 COMMISSIONER GIBSON: What about the 
21 patronage dividend? 
22 MR. SWALES: That will fluctuate but 
23 even that has been stable. 
24 MR. OUELLETTE: The patronage dividend, 
25 of course, depends upon the volume of business and 
26 earnings related to the expenditure. Before 
27 mopeeiiue shareholders are considered first and 
28 when thecredit union is built up to what we feel 
29 is an average at anywhere between 3 and 4% per cent 
30 where we are in a shares picture created by more 
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volume or other factors which would allow us to 
pay more dividends, we take the position that it is 
better to keep an average dividend of 3 to 4% per 
cent and to reward to some extent by way of a 
patronage dividend, that is, an interest rebate 
to the borrowers and in this way take care of the 
extra money. But we are in no way compelled to 
pay an interest rebate except for the purpose of 
maintaining an average dividend. 

COMMISSIONER MACKINTOSH: I don't know 
whether this is a question you would care to 
answer, but you mentioned long-term mortgage 
loans: Is this a phase of your business which you 
think is going to expand? Generally speaking, I 
gather you and other credit unions are taken up 
primarily with relatively short-term loans for 
household goods, appliances, cars and that kind of 
thing. Do you think as the movement grows it will 
move, perhaps, in the direction of a building 
society? 

MR. OUELLETTE: Let me explain that there 
is a distinction I have to make. The mention we 
make in our brief on the mortgage lending operations 
pertains exclusively almost to the operation of 
our Central. There is no amount -- in fact it 
would be negligible, the amount of mortgage lending 
a credit union does in this province. The Central 
does, in fact, have a mortgage lending programme, 
but it is quite limited both in the amount available 


and in the time available, and it is attractive 
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to a certain group of people for certain specific 
reasons. 

You asked, do we foresee an expansion 
of this typepor. lending. activityjon the part lotithe 
Credit Union Movement: I would have to say that 
the history and development of the Credit Union 
Movement elsewhere would lead us to. believe. that 
perhaps you will see some increase of this nature. 
The Credit Union Movement is designed to take care 
of the credit needs of its members, and certainly 
in.the first place it is designed to take care 
of its short-term needs -- the needs for 
consumer credit have been met. But speaking from 
my Own experience, and drawing upon the information 
we have from other parts, we find credit unions 
as they kecome large do, in fact, engage in this 
type of lending operation. Although personally 
we do not see it picking up sharply within the 
next five or ten years, we think it is only fair 
to admit there is a possibility. 

COMMISSIONER MACKINTOSH: Aside from the 
large first mortgage, I would think in what you 
Might call family finance therésis. a gap in, terms 
of down-payment, second mortgages and all the other 
things that are frequently necessary to establish 
a house? 

MR. SWALES: I would like to comment 
on this, Mr. Chairman, because I have also had 
considerable experience in the real estate field 


before I became a full-time manager of my credit 
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union. We have been into this secondary financing 
of houses quite extensively because of the abuses 
we feel and have seen take place in this. 
COMMISSIONER MACKINTOSH: You say "we": 
You mean the credit union? 
MR. SWALES: The credit union. We have 
had members who come to us and we have given them 
a loan for a part of a down-payment. We have 
also found members who have been buying a house 
and they didn't have enough for the down-payment, 
and they have arranged secondary financing elsewhere 
in which they have signed agreements for $1,000 
and the down-payment was $700, and the notes have 
been discounted and sold, and this has been fairly 
prevalent, and it has in many instances pushed 
us into secondary financing on property because, 
after all, our purpose is do a job of real assistance 
to our members. But, this is not the normal field 
of mortgages when we talk of first mortgages. Long 
years ago when we set up the mortgage loan department 
in our Central Credit Union, and which is of a 
minor nature, it was done in an endeavour to 
encourage credit unions not to go into the mortgage 
loan field. We felt long-term financing was not 
for us, and we have done everything in our power 
to discourage it. 
THE CHAIRMAN: These second mortgages 
that you invest in -- have you had any losses, 
or have you had enough experience yet? 


MR. SWALES: Well, I would say generally 
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speaking, no. In other words, the people who 
are buying and investing in homes, even though it 
is secondary financing, seem much more conscious 
of repaying their obligations. I would say they 
are better risks on the whole than others. 
THE CHAIRMAN: The second mortgages would 
be for a comparatively small amount of money? 
MR. SWALES: They were generally for small 
amounts. 
THE CHAIRMAN: What would they run at? 
MR. SWALES: They would range anywhere 


from $500 ‘tom $2i.000% 


THE CHAIRMAN: Were those (can: made to 
members? 

MR. SWALES: Always to members. 

THE CHAIRMAN: To members who at one 
time had put in some money -- shares in the union? 


MR. SWALES: It has only occurred with 
our Own members who come in and discuss their 
financial affairs with us, and we find out these 
things. 

THE CHAIRMAN: So it is not quite as 
risky a situation as you might think at first glance? 

MR. SWALES: Oh, no. I might say this 
boils over into the field we are developing much 
in the credit union today of family financial 
counselling, and in our credit union the credit 
committee will tell a member, "You cannot have a 
loan that has anything to do with property without 


coming in and seeing us first and letting USsee all 
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1 the terms and conditions." We have prevented many 
2 of our members from making bad deals on a home 
3 in this way. 
4 THE CHAIRMAN: You speak of cash reserves: 
5 What do you mean by cash -- does that include 
6 investments of a guilt edged nature? 
7 MR. OUELLETTE: Yes, it does; it is cash 
8 and any items of investment that are readily 
convertible, and by that we generally regard 30 
10 days’ --' practically demand, the deposits: This is 
11 Casty, 
12 THE CHAIRMAN: A bank deposit? 
13 MR. OUELLETTE: “That. is rvgyht! 
14 THE CHAIRMAN: A part of it is bank 
15 deposits and part of it short-term bonds? 
16 MR, OUELLETTE: That is right. 
17 THE CHAIRMAN: I see you have two types 
18 of “‘réserves provided for in the statute: ” A reserve 
19 fund which is devoted to losses -- reserve against 
20 losses -- and the reserve funds against possible 
21 withdrawals; and the sort of investments that 
oe you would hold as against both of those reserve 
23 funds would be of a similar nature, would they? 
24 MR. OUELLETTE: That is right, sir. 
25 In fact, the permitted investments for those funds 
26 are laid out in the standard bylaws which are an - 
27 adjunct or a supplement to the Credit Union Act. 
28 THE CHAIRMAN: Yes. 
29 COMMISSIONER BROWN: On this matter of 
30 investments, I gather under the Act that your reserve 
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funds are invested by the Board of Directors from 
deposits ~-- under Section (e) and (f) of Sub-section 
(1) of Section 19 -- "Invest in the paid-up shares 
of such other credit unions as are approved for 
that purpose by the supervisor, and invest in any 
investments authorized by The Trustee Act." 

Do you know to what extent this is done, 


and, also as a supplementary question, are there 


any interlocking ownerships where credit union A 
owns investment shares in credit union B, and 

credit union B investment shares in credit union 

A? 

MR. OUELLETTE: First of all, Mr. Chairman, 
the extent to which one credit union, in fact, 
invests in another is practically non-existent. 

I will admit that in the early days of the development 
of the Movement in this province there was a limited 
amount of that. This was prior to the establishment 
of -the -AlbertaiCentral Credit Union. The principal 
investment of one credit union into another was 

only into the Central which is, after all, technicall 
only another credit union. So far as the interlockin 
Leaueoneerned, it doesn't exists - Tale das'.as, fax 

as the share structure is concerned. That was 

your question? 

COMMISSIONER BROWN: Yes, that is right. 

Do I gather there is something abse you might add? 

MR. HUGHSON: I don't think it would 
even apply on deposits, sir. 


COMMISSIONER BROWN: I just wondered if 
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there was an implication there? 

MR... OUELLETTE: No. 

COMMISSIONER BROWN: Does the Central 
contemplate registering under the Canadian Co-operative 
Credit Act with the Superintendent of Insurance? 

MR) OUELLETTE: It has, sat cact, tonnamore 
than one occasion in the past considered. this 
possibility, but it has not so far registered under 
the Canadian Co-operative Credit Society, because of its 
ineligibility to do so, and this ineligibility is 
principally because of its mortgage operations -- 
kamited: to the Central Credit Uniom im thirsi province. 
We are told this disqualifies the Central in this 
province from membership. 

COMMISSIONER BROWN: . Is this: because you 
are lending to people who are, in fact, notmembers 
of Central? 

Mz .)OUBLLETTE: No. They are,jan tack, 
individuals. 

COMMISSIONER BROWN: Because you are lending 
to people who are not members of the Credit Union? 

MR. OUELLETTE: They are members of the 


dared aun ion < 


COMMISSIONER BROWN: Do individuals become 
members of the Central? 

MR. OUELLETTE: They do become associate: 
members for the purpose of these loans. This programme 
was in existence before the incorporation of the 
Canadian Co-operative Credit Society. 


THE CHAIRMAN: I am not quite clear why the 
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Superintendent of Insurance would refuse on that ground. 
I may not be familiar with his powers, but perhaps 

you would enlighten me on that. What is the ayvfteiculty? 

MR. OUELLETTE: Mr. Chairman, this decision 
was given by the Superintendent of Insurance to the 
Movement in this province, again, befae my time, 
so I will call upon a man who has some background 
in this and who is here now -= Mr. Swales. 

MR. SWALES: First, I would have to confess 
we haven't been that anxious since we were originally 
told we were not eligible for membership because of the 
mortgage loans feature of our operation, and to be 
truthful, we haven't taken any pains or really looked 
into it too much in the last few years, but this is 
still my understanding, that we were told as long 
as we gave individual mortgage loans we were not 
eligible for membership in the Canadian Co-operative 
Credit: Society. 

MR. OUELLETTE: I might expand here -- and 
here again I am venturing an opinion, and I do hope 
it will be accepted in this way -- perhaps it is 
because the original idea of the Central was that 
it would, in fact, include in its’ membership other 
corporate bodies and any individuals, and in this 
particular programme it does include affiliate 
membership by individuals. 

THE CHAIRMAN: I am curious to know why 
fhat would exclude the Superintendent of Insurance -- 
why that would be a reason for his refusal to supervise? 


MR. OUELLETTE: ‘All I can say is, that is 
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the given reason. 

THE CHAIRMAN: There may be something in 
the Act. 

MR. HUGHSON: I think, Mr. Chairman, as 
I recall it, there was some quibble at the time 
and some argument about the amount of reserves held 
by Alberta Central at that time. This situation 
has long since been taken care of but, as Mr. Swales 
points out, we have not reapproached them on the 
subject, and possibly now we would be eligible for 
ret 

THE CHAIRMAN: Yes, because I cannot see why 
that fact would disqualify you from being registered 
with the Superintendent of Insurance. 

MR. HUGHSON: At that time too I was on 
the board of Alberta Central --- I am sorry, sir. 

THE CHATRMAN: It may be at that time 
he felt your reserves were not sufficient in view 
of the mortgage type of investments which you had? 

MR. HUGHSON: That is right, and the 
reserves we held at that time were principally in 
bonds that were carried on our books at purchase 
price’and not at market value. That has been corrected 
since. I am sure if we went again we might finda 
different attitude. 

COMMISSIONER LEMAN: Mr. Ouellette, at the 
bottom of page 3 of Appendix 7 you use the expression 
total "turnover" for all credit unions in 1960 amounted 
to nearly $90 million: Could you define for me in 


what sense you use "turnover" for this purpose? 
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Terente, Ontaric 
1 MR. OUELLETTE: Mr. Chairman, first of all 
2 I would point out to you that the exhibit, although 
- it is contained in our own brief, is , nevertheless, 
4 a publication of the supervisory authority of the 
5 government of this province. Therefore, I would 
6 prefernany definition, of, "turnover"; since itWwis 

be 

7 their term, /fobtained from them -- I really don't 
8 Know, and that is about the truth of it: 
9 COMMISSIONER LEMAN: Could it mean the 
10 number of loan payments and new loans made, etc.? 
11 MR. OUELLETTE: This would be my inter-= 
12 pretation of it, and I am reasonably sure that this 
13 is accurate. However, as I say, this is nevertheless 
14 baekem the bovefanane themselves in making this 
15]. statistical report have used, and°I' would: prefer, the 
16 explanation be received from them. 
17 COMMISSIONER GIBSON: Appendix 16 shows 
18 an analysis and breakdown of loans for one of the 
19 larger type unions. This brings out what you mentioned 
20 before, and in this case most of the loans are 
21 consumer and personal type to do with homes and 
22 appliances, and so on. Would this be typical of most 
23 Alberta credit unions? 
24 MR. HUGHSON: Yes, definitely. In fact 
25 we can show you maybe a couple of hundred similar 
26 reports showing the same thing. 
27 COMMISSIONER GIBSON: I notice here that 
28 business loans are a very small proportion of the 
29 total but they seem to be growing. Can you tell us 
30 something about business loans and what the trend is 
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Terente, Ontaric 
1 here? 
] MR. OUELLETTE: Yes, Mr. Chairman, in 
3 fact the question I think can probably be answered 
4 best by the manager of the credit union, Mr. Swales. 
5 bene MR. SWALES: Yes sir. These statistics, 
6 Beek aka. are from my own credit union. We have 
7 given a few more business loans une can see from 
8 this report, generally speaking for small businesses 
9 that have been unable to obtain bank credit and many 
10 times this has been done on the basis of a chattel 
11 mortgage or their personal car. and so:on.) I might 
22 say. that in all. these business sLoans we -have.not 
13 taken the type of security collateral,;taken. by the 
14 banks ior, other financial institutions. We do call 
15 them business loans because they are for and they 
16 have assisted these people in their small businesses 
iz but we have certainly taken other security upon that, 
18 personal guaranteed chattels, cars etc. 
19 COMMISSIONER GIBSON: They are always loans 
20 to a person, an individual? Would they refer to 
21 a company? 
22 MR. SWALES: No, we make no loans to any 
23 company. They are all individuals,generally small 
24 businessmen, just in a small business of their own. 
25 MR. GIBSON: There are no loans made, for 
26 example,to co-operatives? 
27 MR. SWALES: No, those are handled by 
28 Alberta Central Credit Union if any are members but 
29 not generally by the individual credit unions 


| COMMISSIONER GIBSON: What is your policy 
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Terente, Ontaric 
in regard to business loans? Obviously you have 
not been making any very large number of them in 
the past and it appears that they are all associated 
with individual members of unions. There is no 
tendency to change this type of policy? 

MR. SWALES: We do not think so. > Quite 
honestly when a small businessman -- and we have 
many members who are small businessmen in our credit 
unions, especially the community type, as this 
is, our first question is: "Well, can you obtain 
this loan at-thé bank?" “And: only°on-theYbasrs that 

sO 
they are unable to do /we consider it and then, as 
I say, only asa’ personal *l5an°on that ‘typeof 
security. 

THE CHAIRMAN: Would this loan be in an 
amount very much greater than the investment of the 
member in the union? What is your policy on loaning 
beyond the amount that the member has subscribed? 

MR. OUELLETTE: Just on-a point of: clarifica- 
€26h, “ave you-directing’this particularly at the 
business loan operation just discussed or the general 
policy you are seeking? 

THE CHAIRMAN: Well, ° .as applying it 
to the business end of it. I suppose it could apply 
to the whole situation. I notice there are a great 
many loans in excess of the amount subserebeas'T - 
wondered if that has been the business loans to any 
great~extent? 

MR. SWALES: Well, many credit unions do 


require provision to have 10 or 15 per cent of their 
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Terente, Ontario 
1 Savings of what they wish to borrow. .In my own 
2 credit union we do not have this rule. We look 
3 at aman application on its merits of what the 
4 member wants and his total financial position. There 
5 usually is not any set relationship between the amount 
6 they have in. They usually have the. same average 
? Savings as our other members have. 
8 THE CHAIRMAN: Could you give us any 
9 indication of the amount that) might be lent in any 
10 one case. Does it vary much? | 
11 MR. SWALES: Mainly I would say they Sasaa 
12 anywhere from $500 to $2,000. 
13 THE CHAIRMAN: They are all moderate size 
14 loans? 
15 MR. SWALES: Yes. 
16 COMMISSIONER GIBSON: Would you make any 
17 much larger than $2,000? 
18 MR. SWALES: A few but not many. Our 
19 average loans issued last year were something less 
20 than $500 -- $400 and something. 
21 THE CHAIRMAN: That is the business loans? 
22 MR. SWALES: No, on. all our loans. 
23 COMMISSIONER LEMAN: Well, Mr. Swales, 
24 if we look at Appendix 16 again there are quite a 
25 few categories of loans there and if we divide the 
26 amounts shown roughly by the amount of the.loans 
27 outstanding it does indicate the average size of 
28 the loans but can I take that a Mr. Jones, for instance, 


4 would have had six loans of the different categories 
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Terente, Ontaric 

MR. SWALES: No, what it generally means 
is that we take the attitude that we try to encourage 
our members to do all their small loans at the 
credit union. A man may have a $1,000 loan on his 
car and then his wife's washing machine breaks down 
and he comes in and borrows another $200. That is 
quite common, we issue the loan: for $200 for a 
washing machine, a household appliance, but you 
already have had a loan of perhaps $1,000 on his 
car so these are statistics of average loans issued 
and average out at less than $500. The average today 
is around $900 to $1,000: 

COMMISSIONER LEMAN: So one individual could 
have had four of these loans of these categories? 

MR. SWALES: He could, yes. 

COMMISSIONER LEMAN: How hard and fast is 
the rule about having your: members borrow from the 
credit union only and not borrow from Tom, Dick 
and Harry at the same time? 

MR. SWALES: Well, of course, we encourage 
them always to borrow from us because we believe 
that if they consolidate their small personal lending 
in this one place they will budget and control their 
finances better but we certainly do find many members 
who are financing at other places too. 

COMMISSIONER LEMAN: Well, rentien apply - 
any pressure on them to stop that? 

MR. SWALES: Well, we encourage them by 
little newsletters and advertisements, publicity 


and we talk to all our members. We do everything 
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Terente, Ontario 
we can to encourage them to consolidate their 
personal loans in one place. 

COMMISSTONER LEMAN: And this would exclude, 
of course, mortgages on their houses, you would 
not mind if he had a substantial mortgage outstanding 
and was borrowing for appliances? 

MR. SWALES: That is right, I endeavour 
to analyze his financial position and I like to feel 
that we lend people money 38 hich we feed isa 
very reasonable amount to repay. Then, the one 
thing we stress that when people do get credit from 
too many sources,’ they get’ into difficulties }/oT6o 
many people are not as careful in going into their 
whole financial setup simply because they are being 
issued greater credit. But the credit unions are 
endeavouring to combat that. 

COMMISSIONER GIBSON: Do you turn any 
applications down? 

MR. SWALES: Quite a number and that has 
actually increased in my own credit union in the last 
year or so. 

COMMISSIONER GIBSON: On what sort of grounds 
would you turn them down? 

MR. SWALES: Mainly we find some people 
become, in our own opinion based on years of experience 
with our credit conditions, we have found a greater 
number of people becoming over-extended in the 
personal loan field. Five years ago if a young couple 
came to you and they were $2,500 in debt we would 


think that was a lot of money to have out in personal 
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Jerente, Ontarie 
debts. Now you get them from $5,000 and up and 
another thing that our experience teaches us: We 
are turning down some young people who want to go 
too fast into too many things when they get married. 
We are endeavouring to have them slow down and manage 
their finances better because we have seen a great 
deal of unhappiness created in young families 
particularly through the improper use of credit. 

COMMISSIONER MacKEEN: That credit would 
be used for appliances and furniture and that type 
of thing before they come to you to make a loan? 

MR. SWALES: Many times they are involved 
before they come. 

COMMISSIONER GIBSON: Do they take your 
advice ,quite often:or do cthey phily rofficandrtny to 
borrow the money somewhere else? 

MR. SWALES: They do not always take our 
advice and this has forced us into another field that 
we are doing more of and that is pooling of accounts 
in which we have people come in and we arrange a 
system whereby they bring in so much every payday 
and we. pay out their accounts. . We. do not, lend. them 
any money but we phone up, their six or eight creditors 
and say: "Will you accept so much a month?" and 
we provide that service to our members. 

MR, OUELLETTE: Every six nénthe these 
persons must come in and make contact with the 
organization; we deliver certain directions to 
them and probably six visits of this type are better 


than one and they do take effect. This is the idea 
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behind it that they will follow advice. 

COMMISSIONER LEMAN: Anyone can be a member 
of more than one credit union? 

MR. OUELLETTE: Some one individual? 

COMMISSIONER LEMAN: Yes. 

MR. OUELLETTE: This is a possibility, yes. 

COMMISSIONER LEMAN: Do you have a cross- 
checking system? 

MR. HUGHSON: No. 

THE CHAIRMAN: In many cases: you would have 
to-mely on the japplicants: word for at, ane 
you? If he borrowed money from several sources there 
would be no way of checking. 

COMMISSIONER GIBSON: Would you get credit 
agency reports a some people paying payments? 

. MR. OUELLETTE:. There has been a tendency 
in the last few years for credit unions to avail 
themselves of the facilities of credit agencies, 
More rgoiithanwin the-past. It isy truej;ad thinks? this 
is possibly brought about by the fact that credit 
unions have grown and expanded and become successful 
but the multiplication of the membership brings a 
different problem to the membership which did not 
&ist when the movement was started. This has forced 
the use of these credit facilities. 

THE CHAIRMAN: If the union Wastes everybody 
Lt would not be necessary. 

MR. OUELLETTE: That is right. 

COMMISSIONER LEMAN: Mr. Ouellette, on 


page 15 of the main brief, paragraph 35, as I read 
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that paragraph, the credit unions use cash for account- 
ing purposes rather than the accrual system. 

MR. OUELLETTE: Once again, sir, what is 
the section? 

COMMISSIONER LEMAN: Section 35. Is my 
conclusion correct that I would infer from this 
paragraph that you are on a cash basis an accounting 
rather than an accrual basis? 

MR. OUELLETTE: Yes. 

COMMISSIONER LEMAN: That is true of the 
credit unions but I note that the Central is’ on the 
accrual basis? 

MN} GUPMENPTES*s That. wearaghirs, 

COMMISSIONER LEMAN: Would you be inclined 
to counsel the credit unions to get their accounts 
on an accrual basis too? 

MR. OUELLETTE: Ths} (6f “eotirse ers 
counsel that has prevailed. I think the government 
being the supervisory authority it has in fact been 
their advice that has brought about this situation 
accounting-wise within the operations of the credit 
unions. Speaking personally -- and I am not at 
all sure if all the gentlemen agree with me -- 
but speaking personally and recognizing that the 
credit union involves a great number of people with 
a variety of abilities in many ways I would think 
possibly the cash rather than accrual basis was 
the better. As far as the business organizations, 
such as Central, which is a much more substantial 


operatinn, I think the accrual basis is the best. 
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COMMISSIONER LEMAN: The last sentence 
says: 

"We may then consider 
this unaccrued interest to be a further 
reserve against future loans." 

Have you any idea what this might amount to? 
MR. OUELLETTE: In the aggregate? 
COMMISSIONER LEMAN: Yes. 
Mr,< OUELLETTE:,.i have,no,adea, sim. » 1 
am afraid we do not have statistics. Certainly I 
take great pleasure in filing that type of information 
with your Commissioner if you felt the need was 
of sufficient importance. 


COMMISSIONER LEMAN: Can you make a guesstimat 


fornme?. + Lauwas asking if you think it was negligible 


Or signif teant? 

MR. OUELLETTE: I would think there would 
be a reasonably substantial amount of money. 

MR. SWALES: I have not sharpened my 
pencil but 1 per cent of the outstanding loan. at the 
end of the year, I would say that would be the 
minimum of the amount, that is 1 per cent, and 
the outstanding loans at the end of the year were 
$25 million. 

COMMISSIONER LEMAN: Of that order, yes. 

MR. HUGHSON:: That is as of the end of 1960. 

MR. SWALES: So that would mean $250,000? 

COMMISSIONER LEMAN: That is right. 

THE CHAIRMAN: I think this might be an 


appropriate time for an adjournment for 10 or 15 
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minutes. You gentlemen have been under great 
pressure. 


--- Short recess. 


THE CHAIRMAN: The meeting will now 
resume. 

COMMISSIONER BROWN: Could I ask if you 
could tell us about your relationships with other 
national institutions such as chartered banks, 
treasury branches, and so forth: Are they in 
competition with you, or supplementary to you? 

ME. “OUBLLEMTE: Well, tO Start ort, ie. 
Chairman, in a sense of the word, it depends on a lot 
on your own point of view, I suppose, and I would 
have to say that, by and large, credit union people 
do not regard themselves as a competitive financial 
institution. They regard themselves as a social 
movement, and they realize they are dealing in money 
and monetary matters. From a purely monetary point 
of view I would say, yes, I suppose there is an 
element of competition involved. I think it differs 
from one institution to another. For exanpile, i 
don't believe -- at least here in the province of 
Alberta -- there is any marked degree of competition 
between the operations of credit unions and those of 
banks, because I think the area of operations is quite 
different in each case. I do admit to a small degree 
of overlapping, but I think it is a small degree 
in this province. However, on the other hand I 
feel perhaps I have the support of the other members 


of this delegation in this that I readily admit there 
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is quite a great amount of competition between the 
operations of credit unions and other financial 
agencies, particularly the consumer finance agencies -- 
the small loan agencies. This competition, I think 
we have to admit, is there. I think it would be less 
than honest to say it was not. However, we are not 
keenly aware or concerned with competition, if this 
makes sense to you. It is not our purpose to be 
highly successful financial organizations. We hope, 
omtthe other handy) to be highly, successful social 
organizations. 

COMMISSIONER BROWN: Along the same lines, 
could you. give,us a picture,of, the. yarieties.of 
common bond? Do they range from small industrial 
organizations to a large municipality,or.citye 

MR. OUELLETTE: .Not.quite as large as that. 
First of all, the principle of the bonds of association 
are four in number: They are community, industrial, 
associational and parochial. The community ave 
associations are both urban and rural in character, 
the city of Calgary particularly being rather well 
developed with a system of urban community credit 
unions; probably, in fact, it is somewhat outstanding 
in the entire Credit Union Movement. in this respect. 
The urban Bais of this province have not been too 
well developed until very Meri and the noted - 
increase in organization activity, you wiht §$2¢,.101 
the facts laid before you in this particular direction, 
has been in the development of the rural community 


type of community credit union. 
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1 The industrial organizations range over 
y) a wide number from the very small industry -- almost 
3 a private industry -- to the large plants. To give 
4 an example, we have a credit union organized amongst 
5 the employees of the drug SGéterdesn the city here 
6 in Edmonton. This is,naturally enough, quite a small 
7 operation. On the other hand, we have organizations 
B33 of credit unions that are industrial in character 
9 amongst such organizations as the Safeway merchandising 
10 operations which, of course, can be found in every 
11 city in this province. : 
12 We ‘do not have in Alberta too many 
13 parochial credit unions. thereMale a few, and usually 
14 these have ahdbne? identification,’ ‘and ‘it’ 1s usually 
ethnic and religious -- naturally, being parochial. 


In the French Canadian communities we do have a 
few parochial credit unions. 

Associational, we have a few of those 
and they are generally amongst such groups as the 
Canadian Legion. 

COMMISSIONER LEMAN: If we might turn a 
little to the question of liquidity reserves, would 
you say that the credit unions that have deposits 


with the Central consider those deposits as liquid 


ie 


reserves? 

MR. OUELLETTE: Yes. 

COMMISSIONER LEMAN: That in their eyes 
is part of their liquidity? 

MR. OUELLETTE: Yes. 


COMMISSIONER LEMAN: I am now looking at the 
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Central's balance sheet as at the end of 1960, and 
I see you classify as current assets about $400,000 
of highly liquid assets, and you show in current 
liabilities about $1.3 million of current liabilities 
so that the Central's liquidity reserve is constituted 
by what? 

MR. OUELLETTE: Central's liquidity reserve 
is made up, of course, of its cash balances plus 
its short-term investments -- that is, readily 
wcoverable investments such as item No. 4 -- the 


deposit of receipts at the bank. 


COMMISSIONER LEMAN: And what you show 
there in investments are marketable securities 


at cost: Would you consider that highly liquid? 


MR. OUELLETTE: No. 

COMMISSIONER LEMAN: So that as of that date 
the liquidity of the Central was not particularly high, 
was it? 

MR. OUELLETTE: No. 

COMMISSIONER LEMAN: So, to what extent 
do the individual credit unions who have deposits with 
you -- and I see two kinds: You say checking accounts 
and deposit accounts -- if they regard their deposits 
with you as liquidity reserves, to what extent do they 
understand the Central's position? In other words, 
are they fairly cognisant of the extent to which 
you could or could not at any given moment let them 
cash in? 


MR. OUELLETTE: I believe they are cogjigant, 


yes, of it. I would like to add that the Central 
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has never at any time had difficulty in meeting 
withdrawal demand placed upon it. 

COMMISSIONER LEMAN: Do you have a bank 
line that would help you to do that? 

MR. OUELLETTE: Yes. This line of credit 
townich you refer, naturally, varies from time to 
time in so far as the bank are interested in expanding 
their oreditior retracting? it anyipéan say at the 
present time we have a very adequate line of credit 
established for the institution. 

COMMISSIONER LEMAN: In the sense that the 
word "liquidity reserve" are usually used, that is 
what constitutes the Central liquidity? 

MR. OUELLETTE: I would say so, yes. 

COMMISSIONER LEMAN: I would like to ask 
one more question, Mr. Chairman. The Act under 
Wiich you operate specifies what are the investments 
that the credit unions can make, and I think in 
general they are restricted to those authorized by 
the Trustee Act of Alberta. Is everyone satisfied 
with this? Do you feel this is too*restrictive, that 
you would like to have more leeway in your investment 
policy? 

MR. OUELLETTE: Are you directing your 
question in relation to the operations of a credit 
union or are you intending to ask concerning Central? 

COMMISSIONER LEMAN: I think I mean credit 
unions first, because I was referring to the Act 
so far as it concerns them. 


MR. OUELLETTE: Yes. Generally speaking, 
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we see no agitation of any appreciable degree at 
least, for an expansion or relaxation of that 

nature. As was mentioned, I think, earlier this 
afternoon we do make annual representation, formal 
representation, to the government of this province, 
and we do make informal representation on a much 

more frequent basis than that. We are quite 

aware and quite sensitive to any pickup or 
acceleration of demand for this type of legislative 
relaxation or some relief of this nature. But, we 
have never, to my knowledge, had any marked expression 
for relaxation for the type of investment that could be 
made by credit unions. 

COMMISSIONER LEMAN: How about the Central 
itself?. What are the restrictions on it -- or, are 
they purely voluntary? 

MR, OUELLETTE: They are the restrictions 
of the Credit, Union Act which you have in front of 
you, since we are, infact, incorporated under that 
AGE. 

COMMISSIONER LEMAN: The same thing? 

MR. OUELLETTE: Except there is a section 
of that Act which also says "in any other investments 
that may be approved by the Supervisor". In this 
particular section we have had various programmes 
we maintain -- for example, the one we mentioned 
earlier: The mortgage programme in the Central. 

COMMISSIONER BROWN: On these mortgages, 

I get the impression they were all individual 


mortgages. I notice on your balance sheet when you 
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come to credit unions and co-operatives you say 
including mortgages -- would these be fairly large 
loans to co-operatives? 

MR. OUELLETTE: It would be to credit unions 
ard “co-operatives, "This ‘is under Section 2 -- 
Assets? 

COMMISSIONER BROWN: Yes. 

MR. OUELLETTE: Yes, these are corporate 
mortgages issued to these particular organizations 
for the purpose of office premises and business outlets 
As to the size of them I would say the average size 
of these mortgages would probably be less than 
$20,000 average. 

COMMISSIONER BROWN: What would be the 
maximum? 

MR. OUELLETTE: I would say the maximum at 
that time, as of December 31, 1960 --- 

COMMISSIONER BROWN: What is the maximum 
now? 

MR. OUELLETTE: I ’would say the maximum 
mow, I -belreve, “rs $75,000: 

COMMISSIONER BROWN: That would be to a 
co-operative? 

MR. OUELLETTE: Yes, that would be to a 
co-operative. 

COMMISSIONER BROWN: Have you any loans 
to co-operatives that are almost of a standing nature 
in the sense they carry on from year to year? 

MR: OUELLETTE? “No? *In*Central-we'do 


operate so-called lines of credit -- "so-called" 
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because strictly speaking they are not that. These 
are terminated at the end of each and every year as 
far as we are concerned. 
COMMISSIONER BROWN: Do you supply these 
to the credit, unions,.too? | 
MR. OUELLETTE: Yes. 
COMMISSIONER BROWN: They all get paid off 
at some time during the year? 
MR. OUELLETTE: That.is,+cerrect. 
COMMISSIONER GIBSON: It is not just a 
matter of annual review; you actually see that 
they are paid off? 
MR. OUELLETTE: We insist upon annual 
repayment, of .these, things, .yves.+ This is, infact, 
a, requirement of the, government..of. this. province as 


well as our own. 


COMMISSIONER GIBSON: I realize that the 
strongest factors in the.growth, of credit unions 
have to do with the organization and the interest 
of the members and social purposes, but I think it 
is also true that the net return on shares is reasonably 
good:. Could..you. give us.an,idea.of that?..T.mean, 
you pay dividends: What would be a sort of average 
return on the shares in credit unions? 

MR. OUELLETTE: ,.At.the presenpt-time,I would 
suggest -about 4 per cent. 

COMMISSIONER GIBSON: That is including the 
dividends? 


MR. OUELLETTE: This is dividends on 


shares. Patronage refunds would probably run at about 
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10 per cent -- 10 per cent of the amounts paid. 

COMMISSIONER GIBSON: Yes, I see. So, 
it might be 4-1/4 or 4-4 per cent? 

MR=*OQUELLETTE::in totak? 

COMMISSIONER GIBSON: Yes. 

MR. OUELLETTE: Yes. 

COMMISSIONER GIBSON: Do you feel the fact 
that you have a net er that kind is of considerabl 
Significance in attracting deposits? 

MR. OUELLETTE; eee perhaps Mr. 

Hewitt would answer oa ; 

MR. HEWITT: What was that question again? 

COMMISSIONER GIBSON: I wondered how 
important you think is the fact that the people who 
buy shares from credit unions are getting a return 
of 45 per cent or 4-1/4 per cent in attracting 
deposits? Do you regard that as an important factor 
in attracting the purchase of shares -- I am sorry 
to use netted "deposits"? 

MRE i HEWITT#e Partly I would say, yes, 
but a greatedeaiwist;- the, shaweshge because mea 
insist on a member who is borrowing also paying back 
part of his money in shares. At the same time he 
is paying back his loan he is buying shares, so that 
our share capital rises in spite of the fact we are 
also loaning money. That accounts for ‘ good deal’ 
of the share capital: Not so much the investment 
part of it. 


COMMISSIONER GIBSON: In other words, if 


you are making a loan you have got to do something 
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1 about building your share interest? 

2 MR. HEWITT: Yes. 

3 COMMISSIONER GIBSON: How about the life 
4 insurance feature: Is that important? 

5 MR: HEWETT**: Oh; T= think so;“Yyes? Considerabl 
6 That has considerable importance in building up on 
7 shares:because the insurance company pays dollar 

8 for dollar Up~toO' 557, then” rt*lesseéns dccording to 
9 age. 

10 COMMISSIONER GIBSON: Do you figure that 
11 is worth 1-per' cent? 

12 MR. HUGHSON; About 3/4 of 1 per cent. 

13 MRS HEWITT?" "Tt is not quite 1 per cent. 
14 THE CHAIRMAN: I notice under Section 41, 
15 reserve funds for bad debts, you have to take 20 

16 percent of the net earnings and set them aside for 
17 reserve? 

18 MRSHEWETE; “oPhat es *right? 

ig THE CHAIRMAN: So that your 4 per cent 
20 is after setting aside that? 

21 MR. HEWITT: Yes, that has to be put up 
22 first. 

23 THE CHAIRMAN: So that if there are no 
24 bad “debts “then> cf course; mn’time there is “quite 
25 a substantial amount. 

26 MR. HEWITT: Yes, it accumulates, of course. 
27 THE CHAIRMAN: Of course it makes quite 
28 a difference to the shareholders eventually. 

29 MR. HEWITT: Yes. 


THE CHAIRMAN: But that is designed to 
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1 strengthen the reserve position? 
2 MR. HEWITT: Yes, definitely. 
3 THE CHAIRMAN: Do you know whether other 
4 credit union acts have that same provision? I do 
5 not recall it being in the British Columbia Act. 
6 MR.ocQUBELLETTEs t¥Yesoitdis.unInafacteiethink 
7 that credit union operation is almost universal. It 
8 applies; Dithink, pretty well to abbvof»them: 
9 ’ COMMISSIONER BROWN: Do you want me to 
10 introduce the subject of taxation at all? 
11 COMMISSICNER LEMAN: This is a bad word. 
12 THE CHAIRMAN: It is anathema to more people 
13 than credit unions. 
14 COMMISSIONER BROWN: Mr. Ouellette, what 
15 is the situation there? 
16 MR. OUELLETTE: In what sense, sir? 
17 COMMISSIONER BROWN: Federal taxes, 
18 provincial taxes and what are the exigibles? 
19 MR. OUELLETTE: In the operation of credit 
20 unions? 
21 COMMISSIONER BROWN: Yes. 
p MR. OUELLETTE: Well, certainly as far 
23 as the operation of credit unions are concerned 
24 in the province of Alberta they are subject ‘id the 
25 same taxation as any other business enterprise in 
26 the municipal area in which they are located. 
27 Provincial taxes, of course, in so far as they apply 
28 to the situation are also applied to credit unions. 
29 In so far as federal taxes are concerned credit unions 


30 do in fact claim to pay taxes due to the fact that 
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their earnings are distributed back to the members 

in. the form.of dividends, ..This.,is, of course, a 
point as we all recognize, one that is under serious 
debate at all times or it has been, I should say, for 
a considerable length of time in Canada:and I think 
possibly the position of the credit union movement 

in_ this regard.sparticularly this particular point on 
taxation will be dealt with in a very extensive 
manner in our national brief and I would defer to our 
national brief for taxation. 

COMMISSIONER BROWN: This is the tax on 

the share dividend? 

MR OU RIG hie ammm CS. 

COMMISSIONER BROWN: But you pay no taxes 
at all on reserves or surplus earnings of the credit 
union as such? 

MR. OUELLETTE; Income taxes? 


COMMISSIONER BROWN: Yes. 


MR. HEWITT: If an individual interest 
amounts to over $100 then he has to pay taxes on 
5 Be 

COMMISSIONER BROWN: I think under the Act 
he does not have to pay even if it is less but he 
does not have to declare it. 

THE CHAIRMAN: Further questions? Then 
that concludes the hearing. We appreciate very 
much your submission, gentlemen. They have been 
of great interest to us and we will give them 


MR. OUELLETTE: No. 
careful consideration in due course. 
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1 MR. HEWITT: May I thank you, sirs, for 

2 ‘the impartial and interesting way in which you 

3 received our presentation. Thank you very much. 

4 THE CHAIRMAN; The Commission will adjourn 
5 until 9.15 tomorrow morning and we shall hear the 

6 submission from the Farmers' Union. 


7 --- Adjournment. 
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SUMMA RY 
ALBERTA BRIEF ON CREDIT UNIONS 
TO THE 


ROYAL COMMISSION ON BANKING AND FINANCE 
in sa A A io as is i BoE ak he alas 82. it bea aaa iirc Vel ry aig 


The purpose of this Brief is to present a complete picture 
of the Credit Union Movement in Alberta. This will cover 
the period between 1938 and 1960. This Brief will not 
necessarily relate to the questionnaire because much of the 
information is not yet available. This will be included in 
the National Brief. 

The principal objective of the Movement in Alberta is to 
establish a co-operative enterprize to provide low-cost 
credit to members. Other objectives are the provision of 

a savings institution, training in money management, 
savings and loan insurance and lessons in democracy. 
Credit Unions are organized under the Credit Union Act, 
among persons having a common bond of association. They 
are operated by elected directors, credit and supervisory 
committees and managed by a paid secretary-treasurer. 
Credit Unions are further organized into a league having me 
bership in national associations. These provide sources of 
advice, research, guidance, protection and promote further 
organization, and growth. 

Following educational work among interested groups, Credit 
Unions are chartered by the Provincial Government. Each 
Credit Union receives assistance from the League. The 
officers are trained in their duties and responsibilities by 
the League through Chapters, Conferences and Literature. 
The Directors have full management of the Credit Union 
subject to the approval of the members in Annual Meeting 


and according to the Credit Union Act. Actual conduct of 
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business is carried on by the manager or secretary- 
treasurer who alone is paid for his services. The Credit 
Committee passes on loans for provident, productive or 
merchandising reasons. Security and repayment schedules 
on loans are arranged by this committee. The Supervisory 
Committee conducts quarterly audits to check on operations. 
An annual audit is also made by the Government Examination 
Branch or Chartered Accountant. 

6. Credit Unions perform four basic services. These are 


Services Savings, Loans, Insurance and Financial Counselling. 


and Savings are made by members who purchase dividend earning 
Accomplish- shares. Loans are made, principally in the Personal and 
ments Small Loan Field at fair rates of interest. Insurance is provid- 


ed to members on share savings and loans. Counselling is 
given in Family Finance by Credit Union Officers and through 
literature on the subject. Through elections of officers and 


participation at Annual Meetings, members learn about democracy 


and money management. 
7. The first Credit Unions were chartered in Alberta in 1938. 
History of Growth has been steady until, at the end of 1960, there were 
Credit 253 Credit Unions having 77, 938 members owning $29, 215, 581. 83 
Unions in assets. The Credit Union League was formed in 1942 and 
in Alberta chartered in 1944. More than 250 Credit Unions are members of 
the League. The Alberta Central Credit Union, Ltd. was formed 
in 1947 as a deposit and loan institution for Credit Unions and Co- 
operatives in Alberta. Some 270 Credit Unions held membership 
at the end of 1961. 
8. Between the years 1938 and 1960, some 367 Credit Unions were 
History of chartered. Of these, 84 have been dissolved for various reasons, 
Liquidations 12 are shown as inactive, 5 amalgamations have taken place and 


and Mergers 7 are not reporting regularly and are alsoconsidered inactive. 
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1 
2 
3 In most cases, no losses to shareholders has occurred, 
4 Four charters were issued in error. 
: 9. The Credit Union Act requires that each Credit Union must 

Reserves maintain liquid reserves equal to 5% of paid-up capital 
$ Guaranty (shares) and 10% of deposits except that where orders are 
7 Fund allowed to be drawn on deposits, 25% is required on the 


8 Investments 
9 Bonding 
Stabilization 


Liquidity 


26 10. 


oan 


ractices 


latter. In practice, most Credit Unions hold greater re- 
serves than this. Investment figures are 22.6% of shares 

and deposits and 19.9% of assets. Each Credit Union must 

set aside 20% of Net earnings before dividends plus all fees 
and fines into a Guaranty Fund against bad loans. Write- 

offs to the Guaranty Fund amounted .109% of total loans to the 
end of 1960. Present Guaranty Funds equal 3.5% of total shares 
and deposits and 4.08% of loans. Cash reserves stand at 

7.1% of shares and deposits, 6.3% of assets while cash and in- 
vestments are 19.9% of assets. In addition to these reserves, 
League member Credit Unions participate in a Stabilization 
Fund that will, by 1963, total $200,000.00. The stated object- 
ive of this Fund is to under-write Credit Union members share 
holdings. All Credit Union officers and eniployeas are bonded 
in a minimum amount equal to from 10% to 15% of total assets 
as required by the Credit Union Act. Most Credit Unions 
carry bonds for much larger amounts. The Act provides for 
retention of earnings when loan delinquency is above 40%. 
Funds invested in Alberta Central Credit Union, Ltd. constitute 
an additional reserve. All investments must be in liquid form 
as against shares, deposits and loans. 

Loans are generally restricted to the Personal Loan Field. 
However, as Credit Unions get larger, more of the Mortgage 
types are being granted. Terms are from 12 to 18 months, and 


occassionally up to 36 months. Security is most often by way 
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of Chattel Mortgage and Co-signors. Trends indicate larger 
loans for longer periods can be expected. Every effort is 

made to make ''cash buyers'' of members. The basic interest 
rate is 1% per month on the unpaid balance. Members know 
what they pay in interest charges. 

Growth is bringing problems in investment fields, money 
management, administration and human relations. Active 
study of these is carried on by officers, managers, and mem- 
bers under the auspices of the League and Credit Union National 
Association. Confidence is expressed that the people are 
capable of managing their financial affairs. We believe that 
Credit Unions should be governed by Provincial Legislation, 
taking into account the varying conditions throughout the country 
so as to better serve the members. The Credit Union Move- 
ment is of the people and must be geared to their needs. Any 


control that tends to overlook this, is not to be contemplated. 
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ALBERTA BRIEF ON CREDIT UNIONS 
3 TO THE 
ROYAL COMMISSION ON BANKING AND FINANCE 


1. We intend to present a complete and detailed picture of the 
5 Purpose Credit Union Movement in Alberta. This will cover the period 
6| of from our beginnings in 1938 to the endof 1960, and will also 
7 | Brief include some reference to figures obtainable for 1961. This 
8 Brief will cover Alberta development only. We expect our 
F national organizations, namely, the National Association of 
Canadian Credit Unions and the Credit Union National Asso- 
" ciation, to cover all matters of Federal significance. This 
11 Brief will not necessarily relate to the questionnaire, because 
12 | much of the information required has not yet been prepared. 
13 2. The principal object of the Credit Union Movement in Alberta 
14 Object of is the establishment of a co-operative enterprise among group 
Credit Unions of people. These people have a common bond of association a 
fe. are members of individual Credit Unions. The further object 
16 of all Credit Unions is to create a fund of money as a source 
17 of credit for their members. Money is loaned to credit union 
18 members at legal rates of interest. Loans are made for pro- 
19 vident, productive and merchandising purposes. Another 
objective is to provide a convenient place to save money with 
a a moderate rate of return on such savings. Incidental to these 
5 objectives is that of teaching people to manage iieis own money. 
22 3. The Credit Union Act, Section 4, Sub.- Sec. 2 (c), (Appendix I 
- 23 || How Credit A), permits any ten adult residents, having a common bond of 
24 Unions are association, to apply for a Credit Union charter. In the early 
5 Organized years of Credit Union development, quite a number of Credit 
Unions became incorporated and began operations almost as 
zi simply as that. Naturally, one of the first ideas that occured 
+ to these closely knit groups was to obtain advice and informatio 
28 from a source beyond themselves. Usually, this kind of assistanc 
29 was only forthcoming from sources quite remote in distance 
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and sometimes in character. 
In 1942, the then existing Credit Unions organized the Credit 


Union League under permissive legislation of the Province. 


With the advent of an association of Credit Unions in Alberta, 
the method of organization of new Credit Unions under-went 

a change. One of the foremost objectives of the League was 
the organization of new groups. (Appendix II A). The League 
is now the medium of initial contact with groups wishing to 
organize. 

When an area of interest in the forming of a Credit Union 


comes to the attention of the League, one of its staff, spec- 


ially trained and adapted for this kind of work, is assigned to 
it. This staff member becomes the organizer. His first task 
is to arrange with the group a series of study meetings. At 
these meetings, the complete idea and the principles of operat 
ion are explored. The prospective members are urged to fam- 
iliarlize themselves by individual study. This includes all of 
the many aspects of the Credit Unions. The Meetings are 
usually held in the homes of those interested. The third meet- 
ing in the series deals witha number of local factors that will 
be important in the successful operation of the enterprise in th 
community, or the plant in which the credit union is intended to 
operate, The group makes the final decision whether or not to 
apply for incorporation, It is emphasized that there is no co- 
ercion whatsoever in the decision to organize. 

Where the decision of the group is to apply for a charter, 
under the Credit Union Act, a further meeting is set up by the 
organizer. This meeting is called the ''Charter Meeting, " 
Here the necessary documents are drawn up for the application 
to the Government. The two main chartering documents are 


the "Memorandum of Association", Appendix III A, and 
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3 i" ; ' 
Supplemental By - Laws", Appendix III B. If the granting 
4 of the charter is approved and granted under the Act, these 
5 documents together with the Act and the Standard By-Laws 
6 (Appendix I A, B) constitute the regulations under which th 
L Credit Union will operate. 
7. It usually takes about three weeks for the charter to be 
P The approved and granted. When and if the group receives its 
9 Or ganization charter from the government, a further meeting is arrange 
10 Meeting for the purpose of final organization. The main functioning 
11 officers of the Credit Union are elected and instructed at this 
1 meeting. This includes a detailed schedule of their duties and 
responsibilities. The principal committees elected are the 
a Board of Directors, the Credit Committee, the Supervisor 
14 Gomunties and the Secretary-Treasurer. This latter position 
15 is sometimes occupied by two persons. However, the usua 
16 practice is for one person to hold the position. All of thes 
17 officers and their various responsibilities are described in 
attached Appendix IV, A, B, C. The newly elected Board of 
a Directors meet immediately after the adjournment of the 
| Organization Meeting. Decisions of this meeting include band- 
20 ing arrangements as set out in the Act and the Standard By 
D1 laws, the banking institution through which the Credit Unio 
22 will conduct its business, office location, hours of business 
and other details pertaining to the initial operations of the 
23 
Credit Union, 
24 
8. The conditions described above are usual for organizations 
8 Follow-up in Alberta when commencing operations. The Credit Union 
26 and Officer's members and officers will continue to be in direct contact 
27 Training with the League. It is customary for League officials to make 
28 periodic visits to the various officers at monthly meetings and 
29 
30 
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the membership at Annual Meetings. In addition to this, 

regular "instruction schools" are conducted throughout the 
Province by the League. A chart in which is detailed this 
activity of the League is attached. (Appendix V). 

The membership of a Credit Union is the ultimate authority 

of the organization provided that all of the acts are consistent 
with the requirements of the Credit Union Act. The member- 
ship actually delegates its authority for carrying on of business 
to the Board of Directors. The Board meets once per month. 
The setting of policies regarding loans, shares, dividends and 
other procedures is determined by the Board. The day to day 
member contact with the members is carried on by the Secretary- 
Treasurer. Applications for loans by the members are sub- 
mitted to the Credit Committee either directly or through the 
Secretary-Treasurer, The Credit Committee is responsible 
directly to the membership for approval of loan applications, 

It does, however, report upon its activities to the Board directll. 
The Supervisory Committee forms the internal audit group and 
is directly responsible to the membership for the soundness of 
the operation. 

It is significant to note that, under the Credit Union Act, Sectio 
10, Sub-Section (1), (Appendix I A), all Credit Unions are required 
to include the words ''Savings and Credit Union" in their name. 
We believe that ''Savings'' has always been a prime factor and 
objective although the ''Credit"' function has been more widely 
publicized. In spite of this, our four major accomplishments 
have been in the fields of Savings, Loans, Insurance and Financ 
ial Counselling or Money Management. 

Our first objective is to teach our members the idea of thrift 
through regular savings. Every member must have savings 


before any service is available and all members are encouraged 
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WAR 


to save regularly regardless of their financial standing. 
Savings are thus the very corner-stone of our sound Credit 
Union development in Alberta. There are two aspects of the 
Savings programs that are different from other financial 
institutions. First, we encourage savings even from members 
able to save only small amounts at a time. Many substantial 
Savings have been accumulated by such persons over the years. 
It is not unusual to have these savings in no more than $1.00 
amounts, which other savings institutions do not welcome. 
Second, we encourage and solicit savings from our members 
even when they are re-paying a loan. By this method we enable 
them to eventually get out of debt. We are proving daily that 
one cannot borrow oneself out of debt, but one can "save" 
oneself out of debt. Although the payment of dividends on 
shares is a factor in promoting savings, we do not stress them 
as a sole reason for saving. We are continually pointing out 

in our publicity the value of building up eavinine by small 
amounts over 5 to 10 years time. 

The program of savings would not be complete nor effective 

if there was no purpose for it. Of course, the purpose is to 
create a source of credit for the members at legitimate rates 
of interest for good reasons. Our experience shows that a large 
percentage of our savings is always on loan to our members 
(90% at the end of 1960). Through our lending program, we 
have tried to make ''cash buyers" of our members. We have 
taught them that shopping for cash will save them money. We 
have encouraged our members to obtain all personal credit 
from one source so they may control the amount of debt and 
the size of the monthly payments. Credit Unions in Alberta 
may not charge more than 1% on the unpaid balance, or 12% 
per annum simple interest. Many Credit Unions pay a patronage 


refund or interest rebate to borrowers, thus effectively reducin 
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13. 


14, 


the interest rate. Loans are not discounted, nor are there 
"add-on" charges to disguise the true interest rate. 

Principal and interest payments are shown separately so 

that members will always know what they are paying for 

credit. It is our desire to teach all members the true cost 

of credit. We believe that Credit Unions are to be commended 
in this endeavour. 

Credit Unions have been very interested in providing security 
for all members, It is therefor logical that insurance protect- 
ion is available. This insurance was developed over the years 
beginning in 1935. It took the form of insurance on loans and 
savings. We believe that ‘All debts should die with the debtor.” 
We are confident that insurance protection has greatly in- 
fluenced the growth of the Credit Union Movement in Alberta. 
These programs have been developed out of the willingness 

and desire of Credit Unions to provide protection for their 
members. Credit Unions have developed their own insurance 
company. This is Cuna Mutual Insurance Society, Inc. 
(Appendix XII - XIII). 

One of the main reasons that people join a Credit Union is so 
that they can obtain advice on money management. Members 
feel that they can discuss their financial problems with Credit 
Union officers in the knowledge that the Credit Union will not 
take advantage of them. They realize that it is a non-profit 
organization interested in their welfare. Our Credit Committee 
and Treasurers have given a great deal of guidance to members 
with financial troubles. Because the demand for this service 
is increasing, the Credit Union Movement is rapidly developing 
training programs to teach advanced methods of counselling. 


It is now becoming one of the most important services offered 
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by the Credit Union Movement. (Appendix XIV). 
15. Possibly, one of the most significant accomplishments of 
Training the Credit Union Movement has been to provide a training 
in Democracy ground for lessons in co-operation and democracy. Many 
hundreds of Credit Union officers in Alberta spend many hours 
doing Credit Union work. This has taught them facts about 
business and the problems of guiding the operation of a growing 
organization. They have learnt the basics of the democratic 
way of life. We are sure that this has taught them to be bette 
citizens and to appreciate the problems of our Society. In 
particular, they have learnt about consumer credit today. 


16. The Alberta Credit Union Act was passed in 1938. Seven 


History of Credit Unions were chartered in that year. The attached 
Credit Union statistics show the growth each year since 1938. (Appendix 
Development XV). The Annual Report of Alberta Credit Unions 1960, 

in Alberta. Pages 9 - 15 shows that among the first Credit Unions charten - 


ed every type is represented. (Appendix V11). We have tod y 
the same variety in classification, although the Credit Unions 
in the large urban centers have grown larger and have more 
members. This is undoubtedly due to the fact that, in the earlly 
days, chapters were formed in Calgary and Edmonton and the 
interchange of experience fostered the faster growth in these 
centers. In 1942, at a meeting in Red Deer, Credit Unions 
formed the Credit Union League. It was chartered in 1944, 
Today some 250 of the nearly 300 Credit Unions in Alberta ar 
members of the League. In 1947, the Alberta Central Credit 
Union Ltd. was chartered. There are, today, some 270 
Credit Unions holding membership in Central. Another mile- 
stone in the development of Alberta Credit Unions was the 
setting up of the Credit Union Stabilization Plan on January 


1, 1959. 
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We attach samples of letters received from time to time at 


the League office. (Appendix XVII). 


Earlier in this Brief mention was made of the major part 
played by the individual member. This was particularly 
evident in the formative stages. This responsibility does 

not cease with the granting of the charter. The Credit Union 
Act requires that the general membership meets annually. 
These Annual Meetings are held during the months of Januar 
and February throughout Alberta. It is estimated that the 
average attendance at these meetings is about 25% of the 
membership. There are, nevertheless, numerous examples 
of attendance reaching three to four hundred persons and as 
high as 90% of the membership. It was also mentioned earlier 
that the individual Credit Unions learned long ago the value 

of unity of action and purpose. One example of the unity of 
purpose was the forming of the League. Through the League 

a number of group actions have been taken. Consistent re- 
presentation to the Provincial Government on matters pertain- 
ing both to the Law and to conditions under which Credit Unions 
operate has been made. Another example of this close co- 
operation between the Credit Union Movement in Alberta and 
the Government is the suggestion made by the League that 
enabling legislation be brought in to make possible the operation 
of a Stabilization Fund" in the Province. Further mention o 
this Fund will be made later in this Brief. For the moment, 
we wish to point out that the Government did, in fact, act upo 
this request by the League and brought in such legislation. 
There are many such examples of the initiative of the Movement 


and the co-operation of the Government of the Province. We 
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wish to publicly acknowledge our satisfaction with the 

status quo insofar as the operations of Credit Unions under 
the Laws in Alberta are concerned. 

We believe that the Stabilization program is an outstanding 
example of the initiative and sense of responsibility of 

Credit Union leaders in Alberta. We wish only to emphasize 
here the desire of Credit Union people to set up and maintain 
the stability and good health of their own organizations and to 
make that desire a reality. 

The Credit Union Act, Section 67, (Appendix I A), requires that 
all Credit Unions with combined assets (shares and deposits ) 
totalling more than $150, 000.00 shall be subject to an annual 
audit by Chartered Accountant. The Credit Union Movement 
through the League, has always been favorably inclined to 
this requirement. Several years ago the League sought to 
strengthen further this requirement by persuading a firm of 
Chartered Accountants to specialize in Credit Union audits. 

A brochure on this development is attached.( Appendix II B). 
We think that this is a further illustration of the intention of 
the Credit Union Movement to assume responsibility for its 
own welfare. 

Early in its existence, the Credit Union League of Alberta 
recognized the need for some kind of centralized agency to 
which the temporarily idle capital of Credit Unions could be 
channelled. It was intended from the beginning, and still isa 
practice, for the funds thus accumulated to be lent to other 
similar organizations when the need for extra funds arises. 
The Alberta Central Credit Union, Ltd. was organized in 1947 
under the auspices of the League. A comprehensive decription 
of this Central Credit Union is contained in a brochure on 


Alberta Central Credit Union, Ltd. which is attached. (Appendix 


VI A-- VI B). 


iy 
7 
a 
: 
edi ditw sottostetisa ave esgbelwondos yloiiduq of detw 


‘ a » te o< - “yor ont 7 
isha acois tibet to enoitateqo odd es 1sloeni ovp suisie 


5 | siibare buy y 
.benyesoros 418 sitsdiA ni ewad ont t. 


’ yTad mel 
RBoibasiaiue ns ei matg01q noiissilideié oft tant eveifed aW er 1 7 


i 


s i. 
to yilidienoqast lo sansa bite svidsitio! on} to siqmisxs sonsirogmy oO 7 


| 
va ae 
| isitis\ bas qy ise of slqosq noinU jtibetD to etiesb ont orod noHesilidsta 


ut 
; 
‘a ! = Il 
q : ; i || 


3 oi bas anotigsinayte nwo tiedd to diticerd booy bus ytilidste odt 7 | , 
G io — 
\Viilset s siteeb isd? sasm . | 


a ‘nt jor 


| sada eotivper (A I xibnaqqA),¥9 notose wjoA noinU tibe1D ofT .08 


Son rit 


eslasigqims of yino detw oW .siisd!A ai evsbssl soinU tibs1 > 


7 


a8 


' 
Ce 
¥ 

- 


(atiaoqeb bos asrsd2) eisses bonidmoo dtiw anoiaU tibet Is Sugss i 
[suns ne 0} tosjdue sd [fscie 00,000 OC! % nsdt stom ynilistot dibu ls 
fasmisvoM noinU libe1D ofT .jnstnuoooA beretisedD yd tibus asoivisd et 


o} bentlonsi yiderovst nosed ayswis asd .ougsal ont dgvoids 


od Jdguoe sugest on} oys atesy [sieve .inemetivps eirli 


jo mit s ghibsueteg yd tremstiupes sidd teniiut nedigns tie 
-atibus soinU sibetD ot eslisiseqe of etnstnyo099A beteitsdD 
(9 IL xibnaqgA).bosostis ai tnemqoleveb adits £0 geureoatd A 
jo noitneint ait to molistiaulli red ut s et aidd tedt anid) oW 
ei sol yiilidienoqest omueses ot insmsvoM noinU tibet seit 


.s1isiisw awo 


siisdlA to sirgeo] noinl! tibet) oft ,gomesatxs efi ni Yitsad If 


of yonegs besiletises to bnid omoa tot been ot besingoost inernqoleved 
ad bluoo eas jiba1 3 to letiges ofbi yliverogmiet oft doidw sirsdlA Yc ss 
| : Z al ilije bis .goteniged oni moi bebnatjat esw fl .bellonoedo tibetD festa ie 
tonto of inal sd of bsislumusos aud} sbadgh si 10t .saitosigq nore as . 


.a9eits aba stixs 10} bean ort nodw anoitssingy 70 tslimis 


it 


nt veel nt besinegio aew .bhl ,coiaty jibotD leitasD sitediA oT 


F | noitgitosb sviensdsigmios A .angsod offi lo noaiqaus off sebay 


; at | fo sttudooud es at benisinos ai notin tibey) Istins)D ein to 


feibnaqqa) .borostts ai oinw .bi1 noinl JiboxD-Iexine) etred! A 


i | | 4a 1V A 1V 
i ca =e 


22. 


3 Istability 
4 |History of 
5 |Liquidations 


and Mergers 


6 


23. 


eserve 


21 Requirements 


22 nder the 

redit Union Act 
23 

24. 

24 

uaranty 
25 und 
26 
27 
28 
29 


Nethercut Young 


Terente, Ontario A300 


The Annual Report of Alberta Credit Unions shows that a 

total of 367 charters has been issued for Credit Unions from 
1938 to December 31, 1960. (Appendix VII)... During this 
period, there were 84 Credit Unions dissolved for a number 

of reasons among which were lack of interest, loss of bond of 
association and inefficient management. There are 12 Credit 
Unions listed as inactive in Alberta, all in the northern area. 
Five amalgamations have taken place, principally among 
community types. Seven Credit Unions are not reporting 
regularly to the Examinations Branch. It is interesting to 
note that, in the majority of cases, no losses were sustained 
by members, although in most cases_a period of time has 
necessarily passed before all assets could be liquidated and 
shareholders paid out. The liquidation process has been 
speeded up since the advent of the Stabilization Plan. It is 
expected that all future dissolutions and inactive Credit Unions 
will have the attention of the Stabilization pcre Four charters 
were registered in error and as a result have been cancelled. 
We have requested an up-to-date report on liquidations and will 
supply this at a later date. 

Reserves are required under the Credit Union Act. (Appendix 
I A). Section 67 of the Act provides that a system of annual 
audits must be performed either by the Examinations Branch 
or an approved auditor. One of the aspects of these audits is 
the determination that adequate reserves are being maintained. 
Section 41, Sub-Sections 1,2, 3, of the Credit Union Act, 
(Appendix I A), sets out that each Credit Union must reserve, 
annually, a sum equal to 20% of its Net Earnings before divid- 
end distribution. Under Sub-Section 4 of Section 41, 25% of 
the sum so allocated must be invested in the League Stabilizatio 
Fund. It is to be noted that only Credit Unions holding League 


membership are required to participate in this Fund. (Appendix 
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2 
II A).. The monies retained by each Credit Union are design- 

3 ated as the ''Guaranty Fund." In addition to the 20% of net 

4 profits, all fines and fees must also be transfered to the 

5 Guaranty Fund. At the end of 1960, the Guaranty Funds of all 

6 Credit Unions in Alberta amounted to $900, 262.00 net, or 3.5% 

7 of total shares and deposits and 4.08% of total loans. (A ppendi 

VIll). 
8 
25. The Guaranty Fund is used primarily for the write-off of un- 

? Use of the collectable loans. The Annual Report of Alberta Credit Unions 
10 Guaranty for 1960, Page 4, Appendix VII, shows a total of $134, 432.00 i 
11] Fund loans have been written off since 1938. This amounts to .109% 
12 of total loans made during that period. We therefore feel that 
13 the present total of $900, 262.00 in the Guaranty. Fund is ample 

for the purpose. The Guaranty Fund is being increased each 
a year in keeping with the increase in loans. It is thus felt that 
15 a large portion of the Guaranty Fund is available as a reserve 
16 in the event that liquidation of a Credit Union becomes necessary. 
17 26. Under Section 42, Sub-Sections (a), (b) of the Credit Union 
18 Investment Act.and Article XII of the Standard By-Laws, the monies set 
10 of the up in the Guaranty Fund must be invested either as paid-up 

Guaranty shares in other Credit Unions, approved for that purpose, or 
a8 Fund in investments authorized by Section 3 of the Trustee Act. 
a4 (Appendix 1A, B). Earnings from these investments are adde 
22 to the Credit Union's annual income andare thus subject to the 

20% retention as set out above. The necessity for actual in- 


vestment of the Fund together with the restrictions as to invest 

ment insures the availability to the Credit Union in emergencies. 
27. The Consolidated Balance Sheet for December 31, 1960 shows a 

total investment for Alberta Credit “ee of $4, 000, 282.00. 


nvestments 


enerally (Appendix IX). This is equal to 15.5% of total shares and 
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deposits and 17.96% of loans. (Appendix VIII). In view of the 
fact that the Credit Union Act requires that a Credit Union 
need not reserve beyond 10% of its total shares and deposits, 
we feel that adequate reserves are maintained for all normal 
requirements. In addition to investments we draw your attent- 
ion to the Cash holdings of $1, 824, 917.00 as shown on the Con- 
solidated Balance Sheet. This is actually a substantial liquid 


reserve that has proven to be adequate. 


The Standard By-Laws, Article XIII, Sections 1, 2, 3, require 


that each Credit Union must bond its officers for a minimum 
amount on a schedule of 10% to 15% of total assets. (Appendix 
IB). The majority of Credit Unions carry the 576 Blanket 
Bond. (Appendix X). This bond has been developed by the 
Credit Union National Association and is underwritten by 
Employer's Mutual of Wisconsin. Itis designed to give max- 
imum coverage to Credit Unions on all losses caused by inter- 
nal operation. No figures are available to indicate the total 
coverage carried by Alberta Credit Unions but we feel, and 
have every reason to believe, that this is adequate. Once mor 
the annual audit checks on bonding as required. 

In 1957, the League drew up and approved through its member- 
ship a Credit Union Mutual Aid Fund or Plan. It was intended 
that the approved clauses would be incorporated into the Credit 
Union Act. The Minister of the Department of Industry and 
Development was unable to support the program because he 
felt that it should not be compulsory upon all Alberta Credit 
Unions. Subsequently, in 1959, a proposal to incorporate the 
plan into the League Constitution was presented and approved. 
The Minister agreed to the new plan, and caused enabling 
clauses to be added to the Credit Union Act. These are set out 


in Section 41, Sub-Section 4, and Section 79, Sub-Section 3, 


(Appendix I A). 
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1 
2 
3 30. Regulations governing the operation of the Stabilization Fund 
4 Description form Part IV, Articles XXVIII to XXXII of the League Con- 
of the stitution. (Appendix II A). These initially provided for a fund 
Stabilization of $100, 000.00 to be established. This was raised to $200, 000/00 
: Plan by resolution of the League membership in 1961. The Fund is 
7 raised by investment, annually, of 5% of each Credit Union's 
8 net income before dividends. The Fund is presently pegged at 
9 $200, 000.00. When this total is reached, investments will cont 
10 tinue but the excess amount will be returned to the member 
P Credit Unions pro rata of their first and each succeeding year' 
; investment in the Fund. Earnings from investment of the Fund 
= accrue to the Fund and are used to defray expenses and to recoup 
13 any losses sustained in stabilizations or liquidations of Credit 
14 Unions. Participation is compulsory upon League membership 
15 Non-League Credit Union may participate and once having part 
16 icipated may not withdraw except upon consent of the Minister. 
In practice, the Fund is available to all Credit Unions in Alber 
e since it is felt that whatever affects one Credit Union affects all. 
18 However, it is provided that, where assistance is given, the 
19 Credit Union must begin participation except in cases of liquid 
20 ation. 
21 31. The Stabilization Fund is administered by a Board of Trustees 
93 Operation of consisting of five in number. Three Trustees are appointed by 
Stabilization the League, one is appointed by Alberta Central Credit Union, 


Fund Ltd. and one is appointed by the Supervisor of Credit Unions, 
(usually himself). The Board has the responsibility for the ad- 
ministration and for decisions on stabilizations. In practice, 
the accountant hired by the Board carries out orders and 
decisions made by the Trustees. 

32. The Stabilization Fund gives four kinds of assistance. These 


History of are liquidations, amalgamations, revivals and stabilization. 
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2 
Stabilization It does not under-write poor administration nor does it 
supplant the services of Alberta Central Credit Union Ltd. 
P To this date, the Fund has assisted in six liquidations or dis- 
5 solutions. In each of these the Fund has purchased the assets 
6 of the Credit Union and provided sufficient funds to pay all 
7 shareholders in full. The loans inforce are being collected 
8 by the Board until paid in full. One amalgamation has been 
9 carried out. The Fund purchased all loans where membershi 
was not transfered to the new organization and in addition mad 
ee a grant to cover any impairment of share holdings in the new 
11 organization. A revival is being carried out in another Credit 
a2 Union through the making of an interest free loan intended to 
13 offset any uncollectable loans and to provide for immediate 
14 share withdrawals. One stabilization has been made where 
the Credit Union suffered a loss through a defalcation not 
ian covered by the Bond. In each of these, the Stabilization Fund 
0 will be repaid, in due course, for the monies advanced. Writ¢- 
17 offs will occur where loans purchased prove uncollectable. 
18 33. With the pegging of the Stabilization Fund at $200, 000.00, the 
10 Future of revolving feature on investments in the Fund will likely commence 
20 Stabilization in 1963. It is thought that the amount of $200, 000.00 will be 
Fund ample for any foreseen emergency that might arise. However 
. very close watch is being maintained by the League upon con- 
a4 ditions. It may become necessary to raise the Fund limits again 
23 before 1963. It is thought that, because of the exposure to losses, 
24 that a system of audits should be carried on by the League itself 
25 to determine and to insure that all member Credit Unions are 
6 operating according to good practices, 
34. It is provided by the Credit Union Act, Section 46 and the 
27 


Dividends and Standard By-Laws, Article V, Section 4, that where loans are 


28 Interest Rebates delinquent in excess of 40% of their total, no dividend on beha 
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2 
3 of shares nor interest rebate on behalf of loans shall be paid, 
4 except with the written consent of the Supervisor. (Appendix 
8 IB). These monies are then retained against possible excess 
ive write-offs. Section 45, Sub-Section 1, (a) (Appendix I A) 
G provides also for the determination of the amount of dividend 
7 by the Board of Directors, except that the members may, by 
8 a two-thirds majority vote in Annual Meeting, reduce the 
9 amount to be paid. It is also provided that undistributed funds 
10 will remain in undivided earnings until the end of the year. 
Undivided earnings thus constitute a small reserve. It is note 
p that seldom are the undivided earnings nor the declared divide 
Le altered by the membership. Rebates of interest paid by borrow- 
13 ers of from 10% to 25% is sometimes made. This allows for 
14 the prevention of payment of excessive dividends when volume 
15 of business or subsidized operations occur. 
16 35. Credit Unions loan money at interest rates based on the unpaid 
Interest monthly balances, Thus at any given time during the year, 
u Accrual there is a large sum unpaid for interest. It is not the practice 
18 to accrue this at the year end. We may then consider this un- 
19 accrued interest to be a further reserve against future losses. 
20 36. The Standard By-Laws, Article XII, Sections 6, (1), (2) 
1 Liquidity provide that a reserve in cash or readily convertable invest- 
Legal ments equal to 5% of share capital and 10% of deposits must be 
= Requirements separately maintained. The Article further provides that, where 
= a Credit Union is operating a chequing service, the reserve on 
24 deposit accounts must be equal to 25% of such deposits. 
25 (A ppendix I B). 
26 37. Article II, Section 4 of the Standard By-Laws peavidesisax 
97 Share withdrawal of shares on any business day. (Appendix I B). 
Withdrawals However, the Directors may require notice of 90 days of 
= intention to do so. The Supervisor may extend this period. It 
29 
30 
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1 
2 is very rare that such notice is required and it may be safely 
3 stated that all Credit Unions are able to meet normal share 
4 withdrawals, as they occur. 
5 38. Article III, Section 2 of the the Standard By-Laws allows for 
Deposit deposits to be withdrawn on any business day. The Directors 
: Withdrawals may require 30 days notice of such intention to withdraw such 
7 funds and a further extension may be allowed by the Supervisor. 
8 Credit Unions which operate such accounts allow such with- 
9 drawals as requested. (Appendix I B). 
10 39. Although the Credit Union Act requires that 5% of shares and 
Fi Levels of from 10% to 25% of deposits be supported by liquid assets, in 
Liquidity practice Alberta Credit Unions maintain higher levels. The 
ie Analysis of Credit Union Reserves, (Appendix VIII) shows that 
13 Cash reserves for total deposits and shares stand at 7.1% and 
14 of assets at 6.37%. Investments stand at 15.5% of deposits and 
15 shares and 13.7% of assets. Combined cash and investments 
16 are 22.6% of deposits and shares and 19.9% of total assets. 
We think this is adequate for all normal requirements, since 
u these refer to liquid assets only. A sampling of 30 Credit 
18 Unions in all ranges of assets in which liquid and other invest- 
19 ments are included shows reserves to be slightly higher. 
20 (Appendix XI A-B-C-D). 
1 40. The Analysis of Credit Union Reserves (Appendix XI A-B-C-D) 
22 Loan shows a daily repayment rate on loans to vary from .26% to 
Repayment .40% of loan totals. Average terms of loans is from 1 to 11/2 
va ates years, while average loan totals are from $491.00 for low asset 
a4 Credit Unions to $1,049. for higher asset groups. This indicates 
25 a high rate of loan repayments together with short terms. This 
26 insures a high liquidity standard for Alberta Credit Unions and 
27 good loan turn-over. 
41. The Credit Union Act, Section 39 (Appendix I A) allows, 
28 
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42. 


subject to the consent of the Supervisor, for a Credit Union 

to borrow up to 25% of its assets on a three-fourths vote of 

its Directors. It is further provided that 50% of assets can be 
borrowed with the consent of three-fourths of the members 
present in annual or special meetings. The Credit Union Act, 
Section 39, also further provides for a Credit Union to borrow 

up to the total of its capital investments in excess of its statutory 
reserves without the consent of the Supervisor. In practice, 
Credit Unions borrow funds from Alberta Central Credit Union 
Ltd. during certain seasons, usually the spring. Such borrowings 
are usually of less than one year's duration and are repaid by 


the year end. This factor does, however, add greatly to the 


liquidity of Alberta Credit Unions during times when loan demands 
or share withdrawals exceed the normal savings. 

Alberta Credit Unions have, in the main, restricted their 
lending to the Personal Loan field. Credit Union members 
have been encouraged to borrow money for the purchase of 
furniture, cars, household appliances, and for vacations, med 
ical bills and the consolidation of existing debts. These loans 
are made for periods not exceeding 24 months. A trend is develop- 
ing for longer terms, but as yet, Credit Union loans have not 
been extended beyond 36 months. The average outstanding loan 
balance of our members has steadily increased. This has resulted 
from the channelling of more of the credit needs into the one so ree. 
Most of these loans are secured by Chattel Mortgage or Co-si 
where they exceed $400.00. During the past few years, Credit 
Unions have been called upon to make Second Mortgage Loans, 
These are increasing in number. This has occured because many 
other financial institutions are discounting such loans, a charging 
high rates of interest. We attach a Credit Committee Report t 


shows the usual reasons members have for borrowing. (Appendix 


XVI). 
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43. 


Growth has brought many problems to Credit Union that were 
not anticipated by the early organizers and founders. Study 

of these problems is being carried on by the Leagues and the 
Credit Union National Association. Competent instruction 

is sought by managers and officers in the investment field, the 
managing of credit, administration and human relations. In 
Alberta, the League is conducting a planned education program 
for Credit Union Officers, managers and members, which will, 
it is hoped, improve the efficiency of operations. We are aware 
that the Credit Union Movement is growing rapidly, but we are 
confident of the ability of people to control and develop this 
Movement as a useful and beneficial part of our society. We 
believe that Credit Unions should be organized among all person 
eligible for membership. We feel that the Credit Union Move- 
ment has had a marked effect for good upon the economy of the 
Province of Alberta and. that this will continue and increase. 

We are of the opinion that Alberta Credit Unions should continue 
to be governed by Provincial Legislation. This, we feel, will 
simplify operations and provide for changes as progress dictates 
to better serve the people. We think that one source of puthonue 
is preferable. We also point out that conditions vary from 
province to province, and, because of this, more flexibility is 
necessary for efficient operations in each area. The Credit Unio 
Movement is of the people and must be geared to their needs and 


no control that tends to detract from this is to be contemplated, 
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Terente, Ontario 
Edmonton, Alberta 
Tuesday, 20th March,1962 
THE CHAIRMAN: The Farmers' Union of 
Alberta. Mr. Harper, I understand that you wish 
to make a submission. We have received your written 
submission and perhaps you would like to address 
the Commission. Then we would be very pleased to 
discuss the various items that have been mentioned 


and to ask a few questions. 


SUBMISSION OF THE FARMERS' UNION 
OF ALBERTA 


Appearances: 


Wo Jounarpex: 


MR. HARPER: Submission to the Royal 
Commissioner on Banking and Finance. 

This submission is presented by the Farmers' 
Union of Alberta, on behalf of the 25,000 farmers 
of this province who are members of our organization. 
While. this organization. is dedicated. to. the preserv- 
ation of the family farm, we fully recognize that 
the meaning of this term is changing drastically. 
The family farm wnich existed on the prairies 30 
years ago was’ largely a self-supporting unit. 


Horses were the motive power. Replacements were 
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raised on the farm, and the necessary feed crops 
were also produced there. Much of the family food 
supply also was grown at home. Machines were fewer, 
simpler, and less expensive than is the case today. 

The family farm is now much larger and 
is conducted as a modern business. There is a nk ol aif Ree 
and serious shortage of competent farm labour, arising 
primarily from the fact that the low farm prices 
and limited sales of the past 10 years have made it 
financially impossible for the farmer to compete for 
labour against the booming economy of the rest of 
Canadian industry. Over the past 10 years the 15 
per cent of Canadians engaged in agriculture have 
received approximately 7 per cent of the national 
income. 

Under these circumstances an adequate source 
of financing is imperative if agriculture is to 
continue™to’ function efficiently. VYoday’ the Farmer 
must buy his power units, instead of raising them. 
He must buy the feed for these units, instead of 
growing it. He must buy many more, and much more 
expensive, machines to compensate for lack of labour. 
He now buys supplementary livestock feeds, chemical 
weed and insect sprays, and many items which were 
formerly unknown. These products are essential 
in today's highly competitive agyqewintrbc but they 
require a continuous and readily available source 
of Gash or eredrt® 

Farming, particularly the family farm, is 


perhaps the only form of business which requires that 
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the entire plant be bought and paid for by each 
succeeding generation. When a farmer retires, he 
usually needs to "cash out" his holdings in order 
to live in reasonable comfort through his old age. 
The young farmer who takes over their plant is 
therefore faced with the problem of obtaining long- 
term credit with which to purchase. The vagaries of 
weather, natural hazards, and farm prices also make 
it imperative that interest rates on such a loan be 
low, and that repayment terms be reasonably elastic 
in order that unavoidable crop losses can be borne. 
We respectfully suggest, therefore, that 
any financial programme for Canada needs to 


incorporate adequate provisions for farm financing, 


including: (a) long term, low interest loans; 

(b) loans large enough to purchase and equip 

an economic farm unit (at present such a unit would 
be valued at $25,000 as a general average); (c) some 
form of protection (insurance, risk sharing, etc.) .to 
compensate for unavoidable crop losses. 

The development of farmer-owned co-operative 
marketing and supply agencies has proven of in- 
estimable value to prairie farmers. We believe 
in the soundness of such self-help programmes, and 
suggest that our farmers can, through co-operative 
action, solve their financing problems to a consider- 
able degree. We are referring to the extension of the 
Credit Union movement, which is a powerful self-help 
factor in many parts of the world. Credit Unions 


are becoming well established in many rural areas 
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across the prairies. We suggest that the Commission 
give favourable consideration to the development of 
this movement. Some of the factors which need 
further study are: (a) the improvement of existing 
legislation to enable Credit Unions to fully serve 
their members; (b) consideration of the need for 
a co-operative bank, or alternately, of the extension 
to Credit Unions, of more of the privileges enjoyed 
by banks under the Bank Act. 

We believe that our farmers would make 
extensive use of Credit Unions, knowing, as they 
do, the power of co-operative action in other fields. 
However, Credit Unions must be provided with a 
favourable legislative climate in which to develop. 

To a very large extent the Bank of Canada 
came into being through strong farm pressure, 
maintained since the early 1920's. We believe that 
the purpose of the Bank of Canada should be to 
adequately serve the people of Canada -= to provide 
all Canadians, in so far as possible,with credit 
which they need for productive purposes and the 
use of which will add to the general economy and well- 
being of Canada. Agriculture must be given its full 
share of this productive credit. Our farms are an 
essential part of our economy. They must be provided 
with the finances to keep them in seid wth production. 
Otherwise all Canadians will have to bear the burden 
of an unefficient agriculture, which could prove 
most costly through increased consumer prices. It 


may very well be much less costly to provide the 
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farmers of Canada with the capital necessary to 
Maintain and increase their efficiency. 

THE CHAIRMAN: Questions? 

COMMISSIONER HARROLD: Mr. Chairman, in 
your second paragraph, Mr. Harper, you refer to 
limited sales. What did you have in mind on limited 
sales there? 

MR. HARPER: I was thinking, sir, mainly: 
of the sales of wheat and grain under the quota 
system. 

COMMISSIONER HARROLD: Other than that 
the sales were not limited? 

MR. HARPER: Other than that the sales 
were not particularly limited but grain being such 
a major part of our farm economy of course this 
was a serious factor. 

COMMISSIONER LEMAN: Mr. Harper, what was 
thesource of your statistics where you said that over 
the past 10 years 15 per cent of the Canadians 
engaged in agriculture received only 7 per cent 
of the national income? 

MR. HARPER: These figure$,sir, have been 
submitted on a number of occasions by various farm 
organizations. I believe they originated through the 
Canadian Federation of Agriculture if I am not 
mistaken, and might I say from somea@ my own 
examination of the Dominion Bureau of Statistics 
figures these are approximately correct. You can 
vary it 1 per cent or 2 per cent according to the 


exact manner in which you would estimate the figure. 
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COMMISSIONER LEMAN: The farm people have 
received about half of the average? 

MR. HARPER: About half of the average. 

COMMISSIONER LEMAN: That is cash income 
you “are “feréerring “to? 

MR.-HARPER: Yes. 

COMMISSIONER GIBSON: Mr. Harper, would you 
care to say a little about how your members find the 
present sources of finance? As I understand it 
there are sources of long-term funds through both 
the provincial government of Alberta and the federal 
government. There are many other sources including 
the Farm Improvement Loan Act, the Farmers' Assistance 
Act, etc. Would you say a word or two on how you 
find these sources and where the inadequacies are 
because our interest is to find out how the system 
is working and whether it can be improved? 

MR.” ‘HARPER: Well; ‘one”of the di€€aicuLtiés, 
sir, I think is, as I have intimated here, in order 
to get an economic farming unit today it has to be 
a fairly large unit. I think certainly on a usual 
average $50,000 is pretty close to what is necessary 
and there are no sources of funds through the Farm 
Loans Board and the provincial Act which comes any- 
where near that figure. 

COMMISSIONER GIBSON: It goes up to $30,000, 
doesn't it? 

MR. HARPER: Yes, up to $30,000 and what 
can happen there is a farmer accepts this $30,000 


loan and then he requires another $10,000, $15,000 or 


¥ _ i 
Tepsreve edt to Iisd duodsibeviese+ | 
7 


.epsievs oft to tied tuodA ;SH9AH JAM 


emoomi deso et jsdT :VAMaI AgMOT2Se—IMMOD 
Jos pmritrster sexs yoy 

.e8Y :SGGAAH 291M 

voy Siow eiieitt -IM :MOadio AGMOLTeeIMMoD 


edt bait eiedmem xwoy wod tuods sfttil 5s yse o+ s1s9 


\ 


3i Basteusbhbas I 2A Vsornsnit to es zxv0e Jnsasiq 
nijod devouds ebavi mist~pnol to ee orv0ee sexs sist 
is29bs? edt bas stusdliA ito jnemaxzevop Lsionivourq edt ! 
‘paibuloni escivoe usiljo yusm sis siedT .taemnxevop 
|eomsteleeA ‘axremiust eds .toA mao tremevorgml mrs eft 
_woY won mo ows x0 brow 5 yse woy BiyoW .ot8 ~t0A 
@i6 agicsuypebsni edt sisdw bas esox1v0ee e2esdt bait 
meataye edt wod tuo batt ot et teetetni avo s2eusened 
ehevorgi wed 180 Si zedtedw bas priauow ef yy 
esitinoriiib edt to eno ,fieW -AaqHS6H =m 
uesbio ai ,susd betsmitni eved I as ,et aAordt I tie 
ed ot esd ti ysbos tins primys? oimomoos «as tep ot 
I[sueu — yintstic. Anids I’ .Jdinw eprsl Vixbst «6 
Yuseeooen ei isdw ot seolo yddeuq ei 000,022 spsxzevs 
‘ened ent tfovoxuls ebant to aSo1vee Of srs sitedt Hos 


“ys 2emo0> Moinw toA Isionivoxrg eds bas brsod ensoil 


<91ypil tsds ussn sxenw 

.0090 .0€% ot gu e90p FI :wOeaTD ABUOT2eIMMOD 
$ti t'nesob 
tsiw bas 000.082 -ot qu .esY :AG9AAH 2am 


000 .08% eins atgesos xemisi s ei ox 


a ee 
Sale , se a a 
wy ae 4 rf 


Nethercut aG Young - 444 = 


Terente, Ontarie 
1 $20,000 to get up toa fair average limit. After 
2 he gets into that he may find himself getting into 
3 debt for machinery and other debts which he findsit 
4 pretty difficult to carry and this $30,000 basic 
5 debt underneath him. If he could get the whole 
6 thing consolidated into one fund he could Garry | it 
7 much more easily at a lesser interest rate than he 
8 can through buying machinery or other things. The 
9 other alternative is he may try to struggle on with 
10 that $30,000 unit which is not an economic and 
11 effective unit. 
12 COMMISSIONER GIBSON: Would not the matter 
13 € his credit be up to the seller? 
14 MR. HARPER: Well, it is a good suggestion 
15 but the seller does not work that way. It might be 
16 “he igs» buying from an older man who is going out 
17 of business and wants his cash. 
18 COMMISSIONER GIBSON: How much land would 
19 you assume in this $50,000 unit? 
20 MR. HARPER: That is extremely difficult 
21 depending on the type of farm. If you are. going 
22 down into the southern part of the province which 
23 is a grain area and the yield not too high you would 
24 require asection or more or possibly two sections 
25 to make it an effective unit. You get into this 
26 yart of the country you could probably do with half: 
27 a section depending on what you are doing,whether 
28 dairy, hog farming, grain farming. I do not think 
29 there is an average on that because agriculture varies 


30 even in this section. 
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COMMISSIONER GIBSON: A grain unit would 
be a section? 

MR. HARPER: That would be the absolute 
minimum I think they would have. 

COMMISSIONER GIBSON: Could you say somethin 
about the short-term methods of financing? 

MR. HARPER: I think they are reasonably 
adequate except, of course, we are always concerned 
with the rate of interest which is necessary to pay 
under this method. A crop loss. can be a very serious 
thing if one has intermediate credit and then he 
loses his credit through a hail storm or frost, 
how is he going pay that. These are the things which 

create quite a serious problem. 

THE CHAIRMAN: Why do people pay such a 
high price for a farm if it is not economic to do so? 

MR. HARPER: That is a very interesting 
question, sir. You will find in many instances 
they«are buying more than land; . they are buying 
a reduced overhead frequently. A farmer in order 
to get his work done and to compensate for the lack 
of effective farm labour has to go into big machinery, 


very costly machinery. Once you have taken the 


plunge and gone into big tractors, big combines 

and so on the matter of another quarter section of 
land to the farmer does not mean very much in terms 
of time. This big unit will go over it very quickly 
and therefore it is not at all uncommon for a farmer 
to find when he buys this extra piece of land in 


terms of his increased production he is also paying 
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1 reduced overhead. 
2 THE CHAIRMAN: You are talking now about 
3 buying additional land? But why would he get into 
4 it in the first place if it costs so much? If he 
5 would only make the income of half of Canada's 
6 average for the capital cost that he was faced with 
7 why does he go into it? 
8 MR. HARPER: Why does he go into more 
9 expensive machirry? 
10 THE CHAIRMAN: Why does he buy a farm at 
11 all? We are talking about a farmer but a farmer, 
12 I do not suppose, is able to farm unless he has a 
13 farm. PWAY! doesthe®go!fAto it if he is faced with a 
14 high cost? That is something that has always occurred 
15 to me. Why do people nave this great desire to farm 
16 even at a price which is very hard to carry? 
17 MR. HARPER: If aman is a farmer, sir; 
18 and has been a farmer all his life he thinks in 
19 terms of Arming. 
20 THE CHAIRMAN: But if he has been a farmer 
21 all his life he must have a farm and he must have 
at bought* it some“years ago: 
23 MR.” HARPER:* Yes, -but* what’ I*am“pointing 
ot out in the brief here is that our’ farms ‘are’ steadily 
25 increasing in size. We are losing approximately 
26 5+, per cent of our farmers every year.” These small 
27 marginal men are being pushed out. They simply 
28 cannot survive and fa result of tnis the fellow 
29 who is still in the businesshas a tendency to 


30 pick up this other land in many cases as a means 
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of reducing nis overnead and after all he is a 
farmer, this is wnat he wanted to do,athisfisahnis 
business. That is the way he likes to make his 
livelihood. It is the same reason as we have ourselve 
for, being in the business we are in. It is work we 
like and we want to carry on with. it. Fortunately 
for Canada because we would be in a pretty bad 
spot if this were.not so. 

THE CHAIRMAN: Yes,bytI was wondering how 
these farm prices have risen to such a high point 
where, according to figures you have given us, it 
appears to be leaving a very narrow margin and very 
great possibility ;ofinhoss? 

MR. HARPER: One of the interesting things 
is that in some work done in Manitoba a few years 
ago it was found there are very few new farmers 
going into the business. Most of the farm purchases 
are by men who have been running farms or men who 
are already paaeecane in the district buying a half 
section or quarter section_more. 

THE CHAIRMAN:.. Even.so, how_is, it. that 
the séller,is able.jto get such a@rehigh price?sjNo 
matter what farmer buys that additional land,if the 
price is too high it will not be worth his while. 

MR. HARPER: It is just a case of this, 
sir: -As.I said, there are very few a 
going into the game. they simply could not afford 
to pay the high price and live on it too. But, the 
man who has a unit paid for and has been farming 


all his life, to him, to buy another quarter section, 
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it means he doesn't have to live off the product 

of that quarter section. He can probably finance it 
as an adjunct to his already operating unit, and in 
so doing increase his production and reduce his 
overhead. 

THE CHAIRMAN: Well then, he does not lose 
aS a result? 

MR. HARPER: No, over a period of time this 
may work out all right for him. 

COMMTSSTONER GIBSON: He is not the man who 
needs the $50,000 loan? 

MR. “HARPER: No. 

THE CHAIRMAN: The man who needs the 
$50,000 loan is the man who would not otherwise buy 
a farm at all, because he could not? 

MR. HARPER: The man who requires the 
$50,000 loan is the man we are worried about: He is 
the young farmer: And, farming today is not just 
a simple proposition, as the Commission well knows. 
It requires avery ‘great deat of Wskrl PY Gnd tr&ining 
and experience, and we are losing these young men 
who have this because they are afraid to go into the 
business of farming and take on an enormous debt 
at probably pretty high interest rates. The result 
is the young farmers are moving into the city and 
getting a job and borrowing for a HERR ender wale We 
ad carrying it quite easily. They can do that, but 
they cannot get as effective financing for the 


purchase of a farm. It is an extremely risky business 


for a young man today. 
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COMMISSIONER BROWN: And is the result 
that the farm land is being left? 

MR. HARPER: No, the result is they are 
being picked up by some other man in the business 
who operates it along with his big machinery at 
comparatively small extra cost. 

COMMISSTONER BROWN: The farm production 
is not suffering? 

MR. HARPER: No, but it is getting into 
fewer and fewer hands. 

COMMISSIONER BROWN: How many farmers 
are there now? 

MR. HARPER: In Alberta in the neighbourhood 
of 70,000. I believe the provincial government 
estimate is about 70,000 or 75,000, but this 
includes a great many small farms. 70,000 would 
be fairly effective units. We did have just over 
100,000 12 years ago, so you can see the rate of 
change. 

COMMISSIONER GIBSON: What would the 
average size farm be in Alberta? 

MR. HARPER: I think it is somewhere 
around 350 acres or something of that sort, but this 
again does not mean very much, as I have pointed 
out previously. 

THE CHAIRMAN: Well, I suppose it could 
not be much less than that, could it? 

MR. HARPER: No. 


THE CHAIRMAN: Unless it were a chicken 


farm, or something of that kind. 
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1 MR. HARPER: That is right. 
2 THE CHAIRMAN: With a grain farm it would 
3 have to be at least 350, wouldn't it? 
4 MR. HARPER: Oh, yes; you would have 
5 a pretty tough time getting by on less than that. 
6 In. fact; that is,tee.small for a grain.farm. You 
7 can't carry the overhead of the machinery. 
8 COMMISSIONER BROWN: The effect of carrying 
9 charges and everything is a part of the cost, 
10 therefore if a man buys a farm only on the basis 
11 of being able to pay for it,.including his carrying 
12 charges and everything, and if interest rates were 
13 lower, wouldn't the prices go up to compensate for 
14 it, so the annual carrying cost would be the same, 
15 amd the thing would be that the farmer would be 
16 selling out? 
17 MR. ,HARPER:.. Et, is, possible,..sir.m.This 
18 is the way finances work. Ik could well be. 
19 COMMISSIONER BROWN: The person gaining 
20 would be the seller and.not. the, buyer? 
Za ai MR. HARPER: This is possible. 
ZZ COMMISSIONER LEMAN: Would the eer ee 
23 way of meeting this problem -- I,am thinking of, 
24 some places in the east where farms are relatively 
25 small, and they have used the mes system to 
26 finance machinery with the thought that you cannot: 
27 keep machinery busy all the time on too small a 
28 unit? 
29 MR. HARPER: Yes. 


30 COMMISSIONER LEMAN: So they get together 
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and they rent and use it by the day. Could there be a 
form of organization that would go in ther and 
bring the combines onto the man's land when it is 
needed,’ and serve, say, 10 or 12 farms around on 
a co-operative basis? 

MR. HARPER: Yes. 

COMMISSIONER LEMAN: Is that done at all? 

MR. HARPER: Yes, there are two or three 
plans that are being used to a degree. They are 


all rather experimental at the moment. One of 


them is that the farm machinery is simply kept 
by the machinery company and rented to the farmer 
when he needs it. So far the rental rates seem 
rather high, but possibly this is one answer. 
Another one is that, of course, some 
individual may own the whole line of machinery and 
you simply hire him to do your farm work. This 
has been tried but it has stot: been worked out too 
mel . 
The third method which is used fairly 
extensively in Bie ont ae the setting up of 
a farm machinery Se, by a group of farmers, 
such a father and two sons, or brothers, where tney 
actually form a company. I believe there is 
legislation in that province under which this can 
be administered. They buy the machinery and operate 
it as a company, charging the full rate to each 


individual for the use of it, and it is a co-operative 


and any returns are pro-rated back at the end of 


the season. 
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Following that further along, there are 
a few farms in Saskatchewan, one of them the 
Matador Farm, which is a straight co-operative all 
the way through. All the operation is carried on as 
a single unit. It was necessary they purchase their 
land individually, but they really don't know quite 
where the boundaries are. They operate these big 
fields just as a company; they buy their machinery 
co-operatively, and they have a management committee 
amongst themselves’ which operates the whole unit, 
and it is a co-operative aE SSP a co-operative 
productive farm. 

So far seas Farmers' Union is 
concerned,we believe in this way lie a number 
of answers to the farmers' problem. It is purely 
a matter of getting the farmers to accept, recognize 
and go along with this idea. 

COMMISSIONER LEMAN: Becausé a combine 
will handlé a lot more than one farm if it. ‘is 
properly used, won't it? 

MR. HARPER: A large combine will cover 
a large acreage. However, you can get into serious 
difficulty hére. We live in a fairly northerly 
climate, and by the time harvest time comes we are 
getting pretty close to winter, and you may lose 
almost the value of one combine by not being able 
to take the crop off. 

THE CHAIRMAN: I suppose it has to be 


done in a matter of a few days? 


MR. HARPER: That is correct, and if you 
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1 get a snow-storm on top of a ripe crop, you may 

2 have lost your one year's operation, or practically 
3 so. This is one of the tremendous risks inherent 

4 in farming to which I have referred here, which 

5 makes it imperative that the operating of the farm 

6 be. as elastic as possible. 

” COMMISSIONER LEMAN: Yes, but a combine 

8 used on a unit of 500 acres works how many days in @ 
9 season? 

10 MR. HARPER: It would probably take a 

11 crop off in five or six days, depending upon the 

12 weather. Sometimes you can run most of the night, 

13 and sometimes you,don't get started until 11 o'clock 
14 if it is damp, and you have to quit as soon as 

15 the sun goes down at Bae eka These are the 

16 unknowns. Of.course, there are varying sizes of 
17 combines: A small one for a small farm and a large 
18 one fom sa lange farm. 
19 COMMISSIONER MACKINTOSH: Later in your brie 


you refer to the credit unions and you mention the 
need for improvement of existing legislation to 
enable credit am ons to serve their members fully. 

MR... HARPER: Yes. 

COMMISSIONER MACKINTOSH: We have had, I 
think, three if not more, Briss from the credit 
unions, and my recollection is that all of them 
said their legislation was quite adequate and had 
no suggestions to make for improving it. I think 
my fellow Commissioners would bear that out. We 


gave them lots of opportunity and encouraged them 
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1 to say where they felt there were inadequacies, 
2 but they seemed a very Nappy movement, and felt they 
3 had the scope within which to operate. 
4 MR. HARPER: I am rather surprised, sir: 
a One of the things which I had in mind there was that 
6 the credit unions, as a general rule, I believe, would 
7 find it a very great advantage if they could participate 
8 in clearing house facilities, for example, which they 
g are not able to do at the present time. 
10 COMMISSIONER MACKINTOSH: Well, they all 
11 have arrangements of some kind -- more extensive 
12 in British Columbia than Alberta. 
13 MR. HARPER: Yes, quite so. 
14 COMMISSIONER MACKINTOSH: On your second 
15 point I don't quite understand what they would gain 
16 from the establishment of a co-operative bank? 
17 MR. HARPER: Well, I am not an authority 
18 on credit unions, sir, but, as I understand it, -if 
19 we had in Canada a central organization which moved 
20 on down to the provinces and to the locals in this 
21 form, that there could be legislative value and 
22 organization value to such setup. I must confess 
23 I am out of my depth here except in very general 

terms. From discussions with other people I know 


this matter has been brought up. 

COMMISSIONER MACKINTOSH: They all have 
centrals and some of the centrals belong to the 
Canadian Co-operative Credit Society. 

MR, HARPER: Yes. 


COMMISSIONER MACKINTOSH: There are quite a 
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few central organizations in this country. I think 
most of them also stress the view that in so far 
as they were into deposit banking they were there 
reluctantly and unenthusiastically. It seems to 
me there is a much better field ih places where 
credit is very expensive, and the deficiencies over 
mortgage loans that are cluttered up with more 
expensive second mortgages -- even some of the 
areas of long-term-loans for houses.’ TI ‘think 
any idea that getting further ‘into the bank side -- 
and we have been concerned with this because banking 
institutions are under the federal government, and 
it is only if their banking activities are purely 
incidental and elementary that they fall under 
provincial jurisdiction. 

MR. HARPER: Well, of course, the credit 
unions are operating in the main in cities and 
industrial groups, and so on, and our concern is that 
we believe this could be’ extended into the rural and 
farming areas, and anything that could be done to 
facilitate the operation of credit unions, particularly 
in that area, we believe, would be of value to 
farmers. While we are most sympathetic to it, of 
course, we are concerned with the extension into 
the rural areas to meet the rural problems. We believe 
the farmers would view this favourably i the light 
of their experience with co-operative action in other 
lines. 

COMMISSIONER MACKINTOSH: Aren't they 


pretty well extended through the rural areas? 
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MR. HARPER: Not too much in this province. 
As a matter of fact, it is just now they are 
beginning to go out to the small centres. I would 
say three or four years ago there were very few 
credit unions. There are more now, but it is 
very new, and in the light of this interest at the 
moment we would like to see the most favourable 
possible climate 

THE CHAIRMAN: There is nothing to prevent 
them going into the rural areas, is there? 

MR i. HARPER 3. No; 

THE CHAIRMAN: _.If a»group .of .farmers 
organize a credit union? 

MR... HARPER:»,; Any..group,,can, organizewa 
credit union, but here again we are concerned only 
that. in so.far.as..it,is possible, legislatively 
and so on, that the climate be made as favourable 
ASapossible:.. There. is .nothing specitic vabout this. 
It is a general recommendation and suggestion to 
the Commission. 

COMMISSIONER BROWN: What sort of thing 
have, you in mind? What_sort of legislation -- 


covering what sort of points? 


MR. HARPER: I am not able -- I am not 
a technical credit union man and I can't -- this 
is a general observation, that if this movement is 


extended into the rural areas that it is quite 
possible, since they will meet different problems 
there, that every consideration be given to it. 


COMMISSIONER LEMAN: As of now, since it 
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is under provincial legislation, I presume if that 
is the feeling in the group that you are making 
Similar representations to your own government, aren't 
you? 

COMMISSIONER BROWN: Of course, the farmers 
would be really looking more for long-term credit 
rather than short-term? 

MR. HARPER: They require both, sir: 

They require long-term for capital purchases, and 
short-term for the purchase of their weed sprays 
and” gas for the season,“ and that sort’ of thing. 
They face the two expenses. This % particubrly 
true when you hawe half of last year's crop 
stil? ‘sitting “n= the bin® and*unable® to! serpy ity: 
This position may be changing now, but whether it 
is changing permanently, we don't know. 

THE CHAIRMAN: I would think it would be 
a very simple thing for a group of farmers who were 
interested to approach the Central Credit Union and 
obtain information as to the manner in which it 


operates, and perhaps get some advice as to how it 


in 
might work/the farm area -- whether there ar any 
special problems they would’ have to face; ~’the ‘sort 


of loans they might expect, and so on. I would think 
that could be done if they wished to do’ sor 

MR. HARPER: This is being done, as I 
have intimated, much more just lately, but it is 
quite new. The whole extension into this area is 


quite new. 


THE CHAIRMAN: Because there may be special 
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problems that have to be dealt with before it can 
be very practical. 

MR. HARPER: That is right. 

THE CHAIRMAN: Your point really wasn't 
with a view to any special legislation necessarily? 

MR. HARPER: No. 

THE CHAIRMAN: It was a desirable prospect 
that might solve to some extent part of the problem? 

MRS HARPER That 1s rience. 

COMMISSIONER MacKEEN: Mr. Harper, 
these provincially operated treasury branches 
assist the farmers in loans. How do they operate? 

MR. HARPER: Well, speaking from very 
limited knowledge I think they function very much 
the same as a bank. They do ordinary banking business. 
I have no idea as to whether they are more or less 
lenient in terms of borrowing but I should think it 
would be pretty much the same as with a person who 
can borrow from one can borrow from the other. They 
have gone into areas where there were not banks, 
very small areas, and have been of assistance there, 
In presume, 

COMMISSIONER MacKEEN: You mentioned a 
carry-over of crop.) Do you! havendifficulty in 
financing that through the banks or provincial 
treasury branches? | 

MR. HARPER: There is provision that a 
farmer can borrow from the banks up to a certain 
percentage of the crop that he has on hand. He 


gets this from the Wheat Board and then repays it 


. 


aed di stoisd dtiw Jlseb ed ot eved Jedd amaldoxq 


Wa 
-{sotsosig yiev sd_ 


.tigix ai tedT :AQGHAH .AM bine 


a’ nesw ylilsea tniog xwwoY . :MVAMAIAHD ANT 


4 
¢ 4 


Sylitseesosn sottsletpel Isivage yrs ot wsiv s ditiw 


-O% <:HEGHAR .AM . 
toeqeouqg sidsxiesb s esw tI >VAMATAHD. SHY 7 
Smsidoxg eft to d1sq tnetxe smoe ot eviloe tnpim ted 
.trfpit ai isdT :AaWAAH .AM 
,¥Sqrs6H .ayM. :“WaIosM AGDMOTASIMMOD 
eefonsexd yivessis betsrsgo yillsionivoig sess 


Testsitego ysdt ob woH .ensol mi exemrs2 odt teiaes 


YISsv moult poitssqe ,ILloW :ASGAAH .AM 


| 
| 
|. doum yiev aoitonut yeds. Amidst I spbhelwona boetimil 
jeeonies poiatnsd yasnibuo ob yedT ..Aned s 2s omse odd 
| easl to siom sas yers usdtedw ot es sebi.on svsd I 
| 3 Anios Hluode I stud priwoxrxed 30 .emusd.ni tasinel 
ow noeisg:s dtiw 25 omse odt donm vtsteig sd biuow 
yen? .tedto sds moxkt woxt0ed meso eno moxt woxred £159 
2Aned gon stew exedt sisrw eseis otni snop svsd 
,Stens sonsteaieas to nsed sven Bas ,asszrs [isme yisv 
-smuaesitg I 
& heroidnem yoY :“AaXosM ATMOTeeIMMOD 
mt ytlvoliib ever soy od ..gor> to xevo-y1us9. 
isionivorg 16 eansd sdt dpwoads tsds paron6entit 
§eenons1d yivesext 
6 tedd noleivoxrg ai sieAT. +8a9AAH . aM 
nissis2 6 ot gu eAnad sdt mowt woxrxod nso temrst 


68 | Gned ne leet eetioverts % ‘ 
as HO 86 ont gas eX S13 20 opstmscxeg 


a «© ¢ zr Ss pn a : ry ia a rr r27 


Nethercut Young - 459 - 


Terente, Ontarie 
es tie Sells his grain. 

COMMISSTONER MacKEEN: What percentage is 
Le 

MR.” HARPER? “T° “thins it?s “50 Ser eent . 

COMMISSIONER HARROLD: It is a maximum 
of $3,000 up to a maximum of 6 bushels depending 
on how much he has and then at the rate of 50 cents 
a bushel for wheat, 35 cents for barley and 20 cents 
SOL MOa tS. 

MR ..-HARPER:~° So- ‘he’ can"“gét a’ portidn ‘of 
a, 

COMMISSIONER MacKEEN: Is that sufficient 
for the farmer to enable him ‘to carry through from 
one season to another? 

MR. HARPER: That depends on his crop. 

If he had a big crop he’'could get along well but 
tf ne“nae’ a) Tight *erop’ rt wowld(Se reve fth pr. 

COMMISSIONER MacKEEN: Well, would not the 
big crop go above the $3,000 limit and make it 
better fornim to carry cnrougny 

MR. HARPER: By a big crop I mean yield 
per acre.“ If yor Nave "a very “heavy yreldsper acre 
you have a fair amount of grain and you can get right 
ap ao yor Fimit, Bie Sa site P!tasmes Srey ss “pretty 
light crop would not have anything like the quantity 
for the limit. Here again you get into these unknown 
factors of what your crop is and what your yield is 
and things over which you have absolutely no control. 

COMMISSIONER LEMAN: Mr.Harper, you 


mentioned the insurance protection against crop 


os ins 


tise eid elise odes 


ai. spsinssisq jsdW :VaaNosM ASUOL2eIMMOD or 


-tres yeq 0€ et ti: Antds I +ARQAAH . AM 


mumixem s ei tI :CJOAAAH: ASMUOTSSIMMOD 
-phibnegseb alsdeud 0 to mumixsm s o+ qu 000,£2 to 
eine> 0c to. stsr edt t5 asds bas esd ed doum word: no 


edoeo OS bas yslusd rot edaes @€ \teenw to? foedetid’'s 


-8350 107 
to, soityvog s tep o59 ed of :sSHIAAH Jam 
Aves 
tnetoitive tedd.sel . ;“aayosM ARWOTZRZIMMOD 
| moxt mevoids yruso ot mid sldsae ot xsmxsi- edt tot 
' Tredsons ot noesse ano 
-Goxr> eid no ebreqsb alles 3;AGGSAH .AM 
jud Ifsw pnols step bluos sd gor pid s bscd snd ST 


mids yitexq sd bluow ti goxd dopil s bed od te 


edi ton Blyow ,[ilsW s“SENosM: @aM0T22 IMMOD 
Ji Stem bas timil 000 ,£2-sds svods op go1d pid 
Tapvoxrdt yuxss oF mid 10% 3z9t36d 

bleiy mgpsem IL gor pid .s ya tAaSAAH AM 
(8996 I9q bleiy yvsed ytev 6 evsd woy iI .s196 19g 


tipix tep miso yoy bas misxpy to tnvoms ast s sved uUOY 


yissuiq s dthw temxysi Lisme s tud .timil poy ot gg 
yYtistasup ert said phiddyas sved ton bluow goxrs stripil 
awonwns saeit otni sop toy misps sexs) stimil edt x02 


ai Bloiy. ney dsdw boas ei gou woy tsdw to 2103052 


-loxtno2 om yletyloeds sved voy doidw sevo epnids bas 


29 


30 


Nethercut & Young =~» 1661— 


Terente, Ontaric 
failure? 

MR. HARPER: Yes. 

COMMISSIONER LEMAN: What is the situation 
on that score? There have been lots of studies 
and attempts made on this. Would you describe this 
£ or .us? 

MR. HARPER: Well, at the present time 
there is federal legislation enabling any province -- 
the federal legislation exists. Any province may 
pick this up and people within the province, either 
throughout the entire province or over some decided 
area and either for all the crops or some specific 
crop I don'tknow, But these can be insured. The 
federal government carries 50 per cent of.the 
administrative cost of such a scheme and will 
contribute 20 per cent of the premium and the 
provincial government picks up the remainder of the 
administrative costs and can contribute at least 
20 per cent -- can contribute more than 20 per cent 
if they will of the premium and the farmer picks 
up the rest of the premium. 

Three test areas have been set up in 
Manitoba and have been operating for the past three 
years. Three of those same small areas were set 
up in Saskatchewan last year. There is no provincial 
legislation in Alberta covering it at all. No 
test areas have been set up. This is just an 
experiment into this thing and the governments 
understandably must go through it very slowly because 


had we had complete crop insurance throughout the 
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1 prairies last year somebody would have had to pay 

2 a lot of money. 

3 COMMISSIONER BROWN: Is there any type 

4 of hail insurance? 

5 MR. HARPER: Yes, there are co-operatives 
6 and provincial hail insurance companies and, of 

7 course, there are a number of line companies that 

8 insure for hail. 

9 COMMISSIONER BROWN, Would most farmers 
10 Geta Yo 

11 MR. HARPER: No, in some areas they do. 
12 Hae) Ls predictable in some areas. Some farmers 

13 carry it but the rates are almost prohibitive. 

14 COMMISSTONER BROWN: Some farmers have 

15 mutual hail insurance. 

16 MR. HARPER: No, there is a co-op in 

17 Saskatchewan and the Alberta Hail Insurance as&éa 
18 in the province which is an adjunct of the provincial 
19 government and insures for storms, just a protective 
20 race. 

21 COMMISSIONER LEMAN: Is it difficult to 

22 define unavoidable crop loss? In other words, at 
23 what point is it considered there has been an 


abnormal loss? There’ would*be a‘‘variation”’of "yield 


during the year anyway. How do you define it? 
Would it be, let us say, a tragedy when it goes 
below 50 per cent of the past yield, or what? 


MR. HARPER: Really the Prairie Farm 
Assistance Act, as you are probably aware, has 


been in operation for a number of years and in this 
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case the farmers who sell grain contribute 1 per 


cent of the sales to that fund and then this is 
paid out to farmers where the yield runs below 
12 bushels of wheat per acre -- isn't that pom me tay wg 

COMMISSIONER HARROLD: I think it is 
8 bushels. 

MR. HARPER: Yes, I. believe it is 8, 

Laan, SOrsy. In other words, 8 is sort of considered 
an arbitrary break-point. If you get less than 8 

you are losing money. Actually I think you are 
losing quite a lot before you get to that point but 
the loss is. insured if you gee toes #ihen ¢7ou 
guelvéiy,for thiceP.F.A.A.. thing. 

COMMISSIONER GIBSON: Could you say 
anything about the effect of changes in credit 
conditions on farmers? Do you find that when 
money is tight farmers have noticeably more difficuly 
in getting funds that they need? Are there 
substantial changes? How about the effect of 
tighter moaey on sthe price of land? - Could. you 
say something about this general area? 


Me... HARPER: Well, f thank thak ebyiously 


COMMISSIONER GIBSON: We are interested 
in seeing how variations in financial conditions 
affect various groups of the economy. And we would 
be very interested in knowing what the experience 
has been from the farmers' point of view. 

MR. HARPER: I don't know that I am quite 


qualified to answer that, sir. I think that tight mon 
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has had its effect certainly. This I think would 
be obvious that as money becomes tighter it is 


more difficult to borrow etc. That would be, I 


think, more of a problem in the short-term operating 
loan than in the long-term ones because these 
conditions vary over a period of years. I know 
when money is hard to obtain tie farmers do have 
more difficulty and where they have had short 


cheap interest they go to sources of credit where 


the interest rates are very high which is not 


peculiar for farmers; when they are crowded for 
money they go to those sources which are not too 
considerate of the borrower. 

COMMISSIONER MACKINTOSH: I am sure one 
of the reasons why the credit unions have not 
advanced as far in the rural areas is that most 
of their loans, we have been told, have been for 
cars, household appliances and that kind of consumer 
loan? 

MR HARP HRS *Yes 

COMMISSIONER MACKINTOSH: Much of this 
is available to the farmer under the Farm Improvement 
Loan Act at rates of interest very much more 
favourable than in this whole field of home 
improvement. Machinery, that kind of thing is 
available to him perhaps not in the quantities 
he might want or the volume that he wants but at 
more attractive rates than is possible for the 


credit unions to give? 


MR. HARPER: Yes, the farmer of course 
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may be more concerned with borrowing from them 
for operating costs which, under the Farm Improvement 
Act, 1is.not quite as simple, a short-term loan. 

THE CHAIRMAN: Well, of course, in the 
credit union the member has to put up some money, 
he has contribute a certain. share. 

MR. HARPER: Well, he purchases. shares, 
yes. 

THE CHAIRMAN: If he has the money to 
contribute for his shares then it might be better 
to use that money to buy whatever he needs. He 
might have a little more out of the credit union 
but if a farmer wants to get more out of the credit 
union than he puts in the credit union 4t micht not 
be very successful. 

MR. HARPER: Well, of course, there are 
two things there that the credit unionist can 
borrow from his credit union more than he pays in 
onee he,has a set of..shares.. 

THE CHAIRMAN: But if every member does 
it at the same time they might find themselves 
in daiftéiculty.. 

MR. HARPER:,,.This.is true. and yet it does 
seem to work out in credit unions. Usually there 
seems to be a flow in and a flow out with credit 
unions which keeps them on an even keel. 

Another thing, farmers like anyone else 
are pretty human and the credit union is more than 
a loan value. I think there is inherent in it 


the ability to save and to manage credit more 
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effectively This is one of the things I know from 
personal experience and I like about the credit 
unions and that is that once you have some shares 
in there, you have a loan, you have to tell the 
credit union how you propose to pay this back and 
what your source of repayment will be. It beomces 
a matter of pretty effective money management and 
I think its impact in the credit union movement 
is of very great benefit to anyone in the credit 
union movement. 

COMMISSIONER MACKINTOSH: I think I should 
make it clear that we have been very favourably 
impressed with the work which the credit unions 
have been doing. 

MR. HARPER: I am very pleased to hear 
thai: 

COMMISSIONER BROWN: I wonder if I could 
refer for a moment to this $50,000 you have 
referred to. Can you tell us how they are obtaining 
money now under the present circumstances? 

MR. HARPER: Well, in a great many ways, 
Sir. In a good many instances, as was suggested 
a little while ago, the farmer who sells his land 
is carrying a substantial part of that debt, that 
is he has sold for so much cash and so much time 
payments and hopes he will get it out. In our 
office we continually have memebers coming in and 
asking what could be done -- an older man: "What 
can I do, is there any way this young fellow can 


get money to pay me out because I need the money 
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or I want to do something else with it" -- so 


that a great deal of this money is being carried 
rather unhappily by the people who sell the farms. 

And then, of course, the source of borrowing 
for these younger farmers or the men who are buying 
as has been suggested through the Farm Improvement 
Loan or the Farm Credit Corporation -=- the V.L.A. 
of course in the past supplied a good deal of this 
money. Their loans end this year’. 

COMMISSIONER BROWN: I was trying to find 
out whether the person who is suffering at the moment 
is the buyer or the seller. Apparently it is the 
buyer. 

THE CHAIRMAN: Perhaps they are both 
unhappy. 

MR. HARPER: I was going to say perhaps 
they are both a little bit under the gun. They say 
only one person has to worry about a debt but I 
am not so sure. 

THE CHAIRMAN: Well, thank you very much, 
Mr. Harper. We have found your submission to be 
one of very great interest and will give it our 
consideration. 

MR. HARPER: Thank you very much, sir. 

THE CHAIRMAN: We appreciate very much 
your presence here today. 

MR. HARPER: I appreciate the opportunity, 
rf ae 

THE CHAIRMAN: The Commission will now 


adjourn and the next hearings will take place in 
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Regina at the Y.M.C.A. Auditorium at 9.15 A.M. 
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Regina, Saskatchewan 
Thursday; Maréeh” 22nd, 1962. 
tr7- Oh icommencing,at 9.15,A.M. 

THE CHAIRMAN: I shall now call the 
meeting to order. I am sure I express the sentiments 
of all the members of this Commission, the Commission 
to enquire into banking and finance in Canada, 
when I say we are very happy indeed to be present 
in aneginathis morning, and although, tT amptold that 
the temperature is 5 above it does not feel that 
way at. all. 

This morning we shall receive the 
submission of the Credit Union League of Saskatchewan. 

The Honourable Blakeney, the Treasurer 
of Saskatchewan, is present this morning, and it 
is a very great honour to have him present 
representing the government, and he has kindly 
consented to open this meeting with a few remarks 
a) behalf of the Government of Saskatchewan. Mr. 
Blakeney and I have had occasion to meet on a number 
ef.occasions in the past,.«<and it iIs.a very great 
pleasure to meet him here again today. I shall now 
eal on Mr we piakeneys, 

THE HON. MR. BLAKENEY: Mr. Chairman and 
members of the Commission: It is for me a very 
great honour and real privilege to welcome you 
to Saskatchewan on behalf of the Government of 
Saskatchewan. We certainly are glad that your 
Commission is sitting; we are glad you have found 


it possible to hold one of your hearings in Regina. 
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The province of Saskatchewan has problems with 
respect to banking and with respect to finance; 
So, indeed, do other local governments in 
Saskatchewan and so do the people of Saskatchewan. 
Lacking any direct and exclusive communication 
with the deity or the Prime Minister, which some 
other people appear to have, we feel therefore 
we are very glad your Commission is sitting here 
because we think that the problems which face us 
are ones which can be solved at least in part by 
the application of learning and intelligence to 
these problems. Believaing this as we,do, we are 
most happy that your Commission is here and that 
it has men of such stature as are with you, Mr. 
Chairman, as your colleagues on the Commission. We 
are confident that the Commission will make a very 
substantial contribution to the solution of Canada's 
problems in the field of banking and finance, and 
accordingly we look forward, firstly, to presenting 
eux brief to you tomorrow; and secondly to your 
deliberations across Canada and, more importantly, 
to your report and your recommendations. 
Again may I express on behalf of the 
Premier and my colleagues our warmest and most 
sincere welcome to Saskatchewan, and wish you 
successful hearings here in the course of your duties. 
THE CHAIRMAN: Thank you, Mr. Blakeney. 
I will now call on Mr. R. J. Neville, the President 
of the Credit Union League who, I understand, is 


prepared to present the submission to this Commission. 
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Managing Director 


Geo. Munro - President, Saskatchewa 
Co-operative Credit 
Society. 

B. Johnson - Secretary-Manager, 


Saskatchewan Co- 
operative Credit 


Society. 

L. Tendler - Treasurer, Saskatchewa 
Co-operative Credit 
Society. 

HAT "Wagner we Manager, -€O=op Trust 
Company. 


MR NEVILLE Me Cheasieman) ea wOUllicl tamccits 
like to add my welcome to that of the Provincial 
Treasurer to your presence in Saskatchewan. 

I would like at this time to introduce 
various members of this panel and some resource 
people we have along with us. Before I do so, may 
I say. that while this submission is in the name of 
the Credit Union League of Saskatchewan, both the 
Saskatchewan Co-operative Credit Society and the 
Co-operative Trust Company are associated in the 
preparation and presentation of this brief. The 


reason is, of course, the close association between 


the three organizations. 
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1 I would then introduce, Mr. Chairman, 

2 Mr. B. Johnson, Secretary-Manager of the Saskatchewan 
3 Co-operative Credit Society; Mr. George Munro, 

4 President of the Saskatchewan Co-operative Credit 

5 Soceity and of the Co-operative Trust Company; 

6 Mr. G.A. Charbonnneau, Managing Director of this 

7 League;;Mr. L. Tendler, the Treasurer of the 

8 Saskatchewan Co-operative Credit Society; Mr. 

9 Harold Wagner, Manager of the Co-operative Trust 

10 Company. 

11 Now, Mr. Chairman, if I may, there are 

12 four or five people in the audience I would like 

13 EOGLnitroduce:9 Mn. “yA. 'SneTl, Divector of! the 

14 Credit Union Services, Department of Co-operation; 
15 Mr’ A.A. Heidt, Economist, Director ‘of Research 

16 Services Branch, Department of Co-operation; Mr. 

17 B.G. Delgatty, Manager, Nokomis Credit Union; 

18 Mr. Ron Bunn, Manager, Moose Jaw Credit Union; Mr. 
19 Harry Gemmel, Manager, Sherwood Credit Union, 

20 Regina; and Mr. Ted Hughes, Solicitor for the 

21 Co-operative Credit Society. 

22 Also, Mr. Chairman, I would suggest that 
23 you may direct questions so far as the League is 

24 concerned to Mr. Charbonneau, those that concern the 
25 Credit Society to Mr. Johnson, and those concerning 
26 the Trust Company to Mr. Wagner. 
27 -~--~ Mr. Neville reads summary to brief. (See Vol. 6A) 
28 MR. NEVILLE: I should make some 

29 | clarification at this point: The credit unions, 

— 30 of course, do notwholly own these two organizations, 
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the Credit Society and Co-operative Trust Company, 
but do so along with the co-operatives. 

COMMISSIONER HARROLD: Mr. Chairman: 
Going back to the first part of your summary and, 
indeed, this follows the brief you have presented 
fairly fully, you go into, the haistomuy and growth 
of the credit unions here in Saskatchewan, and I think 
we are rather interested in the pattern of this growth 
and: implications of it, and what. the future may be, 
but in your history you suggest the number of unions 
in 1954 was 271, and in September, 1961 it was 
279. The number of members is listed as 75,800 
andasomesin, 1954, and in 196 152,000% In other 
words, the number of unions has stayed relatively 
constant, your members have almost doubled, but 
when you get to the assets you find in 1954 there was 
Listed.S29, 500,000) in assets; ~and in 196) SLOS: million 
In percentages I believe it works out that in 1960 
there was an increase of 24 per cent in assets 
andn,.&,.f£uxn ther, 22. peracent £rompl960,to 2961. yWould 
you like to make a comment on this pattern of growth, 
aid. whether ,you, see any significance in it --. the 
growth of the assets as compared to the number of 
unions and members? 

MR. CHARBONNEAU: Mr. Harrold, I think 
that we could probably attribute the growth of 
the credit unions in the latter years to mainly 
a couple of points, the one being that throughout 
the years in the early growth of the credit unions 


these organizations proved to their members that they 
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were able to satisfy their savings and credit needs, 
and therefore built up, I would think, some confidence 
amongst their membership, mainly because they were 
able to adapt their services to the needs in these 
smaller communities; also I think the sociological 
aspects of working together in a community for the 
betterment of the community and I would suggest that 
probably another prime factor in the growth would 
be the natural growth of the economy and therefore 
accelerating naturally the growth of the credit 
unions. 
COMMISSIONER HARROLD: Do you find any 
difference, say, in the trends in the community 
credit unions as compared to a credit union in the 
occupational groups? 
MR. CHARBONNEAU: We do not have the exact 
breakdown at our disposal. However, I believe it 
is safe to say that the general’ pattern of growth 
has been fairly constant throughout in the community 
type crédit®°unions and “in thé occupational type. 
By “occupational type" I would suggest we mean credit 
unions organized amongst the professional associations 
such as your civil service, municipal employees and 
employees of associations. We have found that the 
growth has been fairly constant in comparison. 
COMMISSIONER HARROLD: One more question 
along the same lines. When you organized your 
Saskatchewan Co-operative Credit Society have you 
noticed any more surplus funds put into the Central 


Credit Society in recent years in comparison with 
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1 before that or an increase in-the amount of funds 
2 available in the Central as compared to going back, 
3 say, five years? 
4 MR. CHARBONNEAU: Yes, I think we have to 
5 say that there have been more surplus funds available 
6 to distribute in the Saskatchewan Co-operative Credit 
£ Society because our loaning ratio has remained fairly 
8 constant and as our assets have increased naturally 
9 more money has been available to put in the Central 
10 but our loaning ratio has remained fairly constant. 
11 COMMISSIONER HARROLD: One further question. 
12 Would this suggest to you less need for credit in 
13 the particular community and therefore there would 
14 be a surplus of funds for the community Central, 
15 more so than, say, five years ago? 
16 MR. CHARBONNEAU: I do not think that the 
17 amswer is that there is less need. Probably the 
18 reason is that we have conducted our loaning 
19 distributions much the same as we did in the earlier 
20 years and maybe we have not kept pace with some 
21 of the loaning needs through having more surplus 
22 Funds available. 
23 COMMISSIONER GIBSON: Following Mr. Harrold's 
24 guestions on growth, you have had this very marked 
25 ingrease in. assets, faizly marked increase in 
26 membership in the last seven years. Beit a 
27 to assume that you have more or less built the 
28 structure and then went to work and intensified the 
29 development programme? It is quite remarkable that 


30 you have so little increase in the number of credit 
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1 unions but such an increase in assets and membership? 
2 MR. NEVILLE: One thing there, sir, instead 
3 of concentrating on the number of credit unions 

4 we have been concentrating on the quality and in 

5 service which I would say had an effect probably on 

6 the increased growth. 

7 COMMISSIONER GIBSON: You would be running 

8 a pretty intensive educational development programme, 
9 I take it. particularly in recent years? 

10 MR. CHARBONNEAU: Yes, in line with your 

11 questioning, sir, the Credit Union League, which 

12 is the central service organization for the credit 

13 union movement in this province, until five years ago 
14 was staffed with only a few people and a very basic 
se educational programme. This organization is supported 
16 by a dual pattern. It is a self-supporting organization 
17 by the credit unions and five years ago there was 

18 a new pattern developed in that the credit unions 

19 felt we were in need of more intensive officer 

20 training, more intensive public relations and “there= 
21 fore it was the wish of the membership at that time 
22 to increase the dues thereby permitting us to hire 

23 more people and conduct more intensive educational 

24 and more intensive officer training, more intensive 
25 public relations programmes and give better service 
26 to the member organizations. 

27 COMMISSIONER GIBSON: It would be fair to 
28 say that you have become a more intensive type of 

29 organization in recent years? 


30 MR. CHARBONNEAU: Yes. 
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COMMISSIONER BROWN: Has this rate of 
growth been largely in the two large institutions in 
Saskatoon and Regina? 

MR. NEVILLE: I would have to say these 
communities are growing in Saskatchewan and this growth 
is at the expense jof the..cyural, organizations. ~-L.think 
our credit union movement has kept pace with their 
movement. 

COMMISSIONER BROWN: There has been a 
bigger growth in Saskatoon and Regina? 

MR. NEVILLE: Yes, because I think these 
two cities are growing larger than the surrounding 
areas. They are, yes. Moose Jaw, Assiniboiaand 
Swuft Current are not much behind in total assets. 

COMMISSIONER BROWN: Could you give us 
your estimate of what factors have attracted people? 
Has it been the interest rates, has it been life 
insurance, has it been the facilities for checking 
and borrowing money? What have been the factors that 
have attracted these members? 

MR. CHARBONNEAU: Well, I think there 
are many ijfactorns sie ythat pcan be abiribu ted. tothe 
growth and.I,believe,that.one of,,the main .factors, 
particularly in the community type des cate Mesont is 
the idea of the members working together for the benefit 
of the community; in,.other .words,.,the increase of the 
buying power right in the local community by the 
individuals, money in the community to loan, paying 
money in the community and through the purchases 


from the resulting loan being made in the community. 
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1 Therefore, all the people of the community are 
2 benefitting jointly from this type of endeavour and 
3 I think this has been probably one of the biggest 
4 contributions to the growth of the community type 
_ credit union. 
6 The other factor is the voluntary aE 
7 of the leadership by the officers and the elected officers 
8 who constantly work to give good service, constantly 
> wrk to determine the needs of the people’ of the 
10 various communities and strive more and more to take 
11 care of those needs. I think this has been the one 
12 prime factor in the credit union movement in our 
13 province. 
14 COMMISSIONER MACKINTOSH: Do you find as 
15 you hire and train more professional men that the 
16 movement becomes more a matter of expert management 
17 and that the personal element declines -- a less active 
18 member participation and more a company operation? 
19 MR. CHARBONNEAU: To answer that, sir, 
20 Erthink “I aust’ say ‘in all’ fairness that- ‘we certainly 
21 have striven to improve constantly the area of manage- 
22 ment, to improve managers, to improve qualifications 
23 so that they may become better able to serve the 
24 technical needs. 
25 However, we have not found that because 
26 of this professionalism in management, if you want 
27 to call it that, that this has at all detracted from 
28 the value of the volunteer participation by directors 
29 and committee men. In fact, if anything it has 


30 given them more incentive because they feel they are 
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getting more help on the technical and so they are 
more capable and more able to make policy decisions 
that will be in line with a good operation. 

THE CHAIRMAN: What sort of educational 
programme do you carry out, just to get a picture, of 
the way you do it? Is it by meetings or literature? 
L<anvvery much interested in that. 
MR. CHARBONNEAU: Our educational programme, 


Sir, is taken from different facets. We have a specific 


educational programme for the advancement of credit 
union managers in that we do hold specialized manage- 
ment courses in our own Western Co-operative College 
which is established in Saskatoon to work closely in 
conjunction with the University of Saskatchewan with 
the aadult -education,diyision and its.acts.as,a co-ordinato 
for the courses but in this course we do draw resources 
people from business management, from all fieldswhich 
in the opinion of the professors at the college will 
improve the calibre of the management and I think 
in our brief we have some exhibits of the type of 
training that is given to our credit union management. 
We have three types of course. We have 
a course provided for the beginners, the people who 
have just taken over the management of the credit 
union. This is called the introductory course. Then, 
we have a more advanced course for the people who 
have been in as managers from two, three to five 
years. Then, we have what we call our executive 
management course and we try to tailor our programme 


to the experience of the manager. 
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Then, we also promote the attendance of 
our managers at university courses. We have a specialize 
credit union management course that is conducted at 
the University of Wisconsin on an international basis 
and this is dealing strictly with management training 
and anyone who has completed our three courses is 
offered scholarships for advanced eraimenges Gvge is 
one area of training but our prime consideration is 
the training of our credit unio volunteer people 


and this is done through a chapter programme. 


We have our province divided into 25 
Chapters. These are voluntary associations and are 
formed on a geographical basis to make it possible 
and particularly taking into consideration distance, 
that these voluntary people can assemble and group 
five or six times a year for two or three hour 
educational sessions. 

These are mainly in the areas'that will 
help them as boards of directors and as supervisory 
Committeesitoydo a better job. In the examples that 
we have in our brief Giers are board management 
relations. In the credit field for credit committees 
and in the accounting field for supervisory committees 
to constantly review the Act and to help them as 
policy makers do a better job. 

This is our educational programme. Then, 
of course, we have our public relations people which 
we do not consider quite as a part of education. This 
may be found too in our brief. 


THE CHAIRMAN: Thank you very much. 


= ee 5 
to sonsbnesss soit stomoxrg oals sw ,nedT * paLdser 


. 
Besilstoege 6 oved SW .eeeavoo YSiexrsviny 36 erSspérem wo) 
| os 


ts bejoubno> ef tsdt+ seivo> tnemepsnsm noinu Fiber 


etesd Isnoissmistini os no aianodetW to ysjieiusvinU edt 


prhinisit tmemepsnsm dtiw yitoixzse pnifseb ei etd bas 


ai asexrvoo ssidt iyo bsetefqmoo esd ow snoyns brs 
ai atdT .pminisit beonsvbs tot eqidexsionoe beisitto 


ai mottsyebienoo smixgq xo stud pninisit to ses16 sno 


SN 


3 i 
elqosq sestnutov min tibs1ro two to pninisis sds 
.emmsrpoig xstqsdo s dpwoidt snob et eidts bas jot 


ef ostnmit bebivrb sonivorg 1xve sven SW ii 
ers bas enoissivoees yistnulov sis sesniT .eietqsdo 
sidieeog ti susm ot efesd L[soiniqsiposp 5 no benxreét 
oonsselb noitsrebranco otni pninss ylusluoittyzeq bas 
quoxzp ois sldmeees neo slqosq yisstnulov seeds test 
mod sexist ro owt 1z0Ot s6s58yY 6S eomit xia zo SVit 
-enofease Isnottsoubs 
ifiw tsdt essis oft ni yinism 5x58 eseodT 
ywoeivisque es bas etotosrib to ebisod as moet qlen 
tsdt asiqmexs eft mI .dot eee. 5 ob ot essttimmoo os 


troemepsism buisod sxs exredd tesiad avo ni svsd sw 1 


aesessimmos Jibsi> sot blerti +ttbsxo SAF AI .enotssiloerx SS 


sediit ee Pasbit stu 10% bist poaisnyoos sdt at bas 
25 m6dt+ gled oF bas toA oft woeivex yistastenos oF 
dot sstted 's ob etexsm yotloag 

ett - SME IPO TG Isnotsts>2ubs tit ep aint 
doidw elqosq isk seret cifdugq two Svs sw ,sexu05 to 
eidT .mottsoubs to g3usq s as stivp xebienos ton ob Sw 
| steixd io mi cot bavoted -ysm 


SED ) BHT 2 GAS ‘on 7 a 
‘ 


Nethercut & Young ‘— 45. = 


Terento, Ontario 

COMMISSIONER HARROLD: Mr. Chairman, 
might I ask one more question on growth. I may not 
have asked my question originally quite right but 
in answer to the reasons why your credit unions have 
increased in the last few years significantly I think 
you suggested that it was because of local conditions 
and local loans and the local savings but it does 
not seem to my mind quite tied in with the very rapid 
expansion of the Credit Society because, as I understand 
it, when the funds are Suadeadancd the Central Credit 
Society they are not usually used locally by way of 
investment. The graphs that are shown in your 21st 
Annual Report show a very marked increase from 1957 
to 1960 both in share capital, total reserves, dividends 
meeréest “etc f* My gueebién is ‘how does that tie into 
your explanation of the growth as far as conditions 
in local communities are concerned? 

MR. CHARBONNEAU: Would you mind if I 
deferred this to Mr. Johnson, the Manager of the 
Credit Society? 

MR. JOHNSON: I think, sir, we are really 
dealing with two things here -- the growth at the local 
level and the investment by the credit unions in the 
Credit Society. 

One must remember that when a credit 
union deposits its temporary surplus fund or its 
surplus fund in the Saskatchewan Co-operative Credit 
Society that these funds are always available to 
the credit union for use at the local level either 


by withdrawal of the share capital, by withdrawal of 
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deposits or by withdrawal of borrowings against share 
Capital. Their money is therefore not lost to the 
Credit union for any local purpose. 

Very frequently we find that credit unions 
borrow Gapital against their share Capital in order 
to meet more of their local requirements. The main 
purpose of the creditunions in investing in the 
Saskatchewan Co-operative Credit Society is to keep 
this'money in a position where they can draw on it 
and have it liquid for their use at any time. 

COMMISSIONER LEMAN: Mr. Charbonneau, 
there are two points I would like to ask some questions 
about. One is the expression in your summary here 
where you quote the Credit Union Act and you say 
that in the creationnof a: sourcevof credit! for-its 
members at legitimate rates of interest, etc., for 
a provident and productive purpose. Now, in what 
sense are those two words used? For instance, if you 
are granting a lot of consumer loans, for instance, 
to what extent do you feel that those loans answer 
to the description of a "provident and productive 
Purpose"? 

MR. CHARBONNEAU: In answer to that, sir, 
all credit committees in the examining of credit 
applications by credit union members give prime 
consideration to whether or not the faunnwtii be of 
benefit to the member. At least we hope that we are 
very cautious in the granting of loans particularly 
in the consumer field, that we are not helping a member 


to get into debt further and beyond his ability to 
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repay. This is one of the prime considerations when 
we say that our loans are for a provident and productive 
purpose so that they will in some measure benefit 
the credit unim member either to provide him with 
a better standard of living, to provide him an 
opportunity to make a better standard of Living, oF 
in the consumer field. .so.that it is something the 
member is buying for necessity not necessarily a 
luxury. 

COMMISSIONER LEMAN: This is tied ina 
little bit with the first question.,. You used the 


expression that credit unions are a stabilizing factor 


in the economy. A stabilizing factor can have various 
meanings -- a very technical meaning or a more broad 
meaning. In what sense are you using "stabilizing"? 


Do you consider yourself counter-cyclical or in 
what manner do you use "stabilized"? 

MR. CHARBONNEAU: We feel we are a 
stabilizing influence on the economy of a community. 
As I believe I explained at the outset we feel that 
if a local community can provide itself with a source 
of-credit.and the,return from the. suppiy.of this credit 
can stay within the community we feel that this has 
a very definite stabilizing influence in that the 
money stays right within, the community. 

The other stabilizing influence is, we 
feel, that by offering an alternate credit to our 
members in the community we can prevent them -- or 
at least we offer an alternate -- from paying rates 


of interest for the same product which are comparably 
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1 higher and therefore the difference in savings is 

4 accrued to the member and to the community in general. 
3 COMMISSIONER LEMAN: You were therefore 

4 using "stabilizing" in rather a non-technical sense? 

5 MR. CHARBONNEAU: Right. 

6 THE CHAIRMAN: This may be a question that 
7 is impossible of answer but you might be able to say 

8 something about. Where a credit union Operates in a 
9 community and becomes influential in many ways, would 


10 you say that the result of that influence genera tiy 


11 may be that the people become more provident in the 

12 US® iof, stheir ef undevthan ordinarily, “thatras a résult 

13 of the sort of function and background, the contact 

14 with the members of the union and the officers of the 
15 union, that people are apt to spend their money perhaps 
16 a little more wisely than they otherwise would? 

17 MR. CHARBONNEAU: Sir, this is one of our 

18|| main purposes. 

19 THE CHAIRMAN: I understand that. I presume 
20] you cannot measure it in statistics. 

21 MR. CHARBONNEAU: I believe it will be 

22) very difficult to measure it statistically. However, 
23 we do have some case histories where in some of the 


24|| smaller communities, in fact in any credit union, where 
25 we have been able to do what we term financial 

26| counselling, to actually improve the borrowing habits 
27 and the saving habits of many of our members through 

28 the constant review of their financial position and 

29 the constant help we are giving them in better under- 


30, standing their own finances. As to measuring this, 
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1 I believe it would be quite difficult. 
2 THE CHAIRMAN: Oh yes, I was not expecting 
3 you to do that; it was just a suggestion more than 
4 anything else. 
5 COMMISSIONER GIBSON: Getting back to the 
6 question of your growth and the pattern it has 
7 followed, would you care to give us your impression 
8 as to the prospects for the future as to the pattern 
9 your future development and future growth might 
10 follow?..I am looking, at..your.picture.so,far:,.,You 
11 seem to have done the initial job of setting up 
12 unions quite a few years ago and developed them a 
13 good deal since, and that has represented a further 
14 growth in your assets. I take it there are not any 
15 great gaps where credit and savings facilities are 
16 needed as they were when you started up? I am just 
17 wondering if you would care to give us a little of 
18 your ae cA as to where you are going? 
19 MR. NEVILLE: I think we should first say 
20 there are some gaps with the concentration of more 
21 people in the cities. I don't think we feel we have 
a wached all of them yet. So, I would not agree there 


23 are not gaps. 

24 COMMISSIONER GIBSON: No; I am asking 

25 a question. I am not making a statement. 

26 MR. CHARBONNEAU: ‘The kamen rales into the future 
27 depends, I think, on a great many factors: Certainly, 

28 the over-all economy and availability of saving funds 

29 by our members. However, we ,do feel that the growth 


30 will in all probability continue at a similar rate in 
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our community credit unions to a point where we hope 
we have been able to satisfy the general loaning 
requirements of our members. I would say that with 
the shifting of population that we have in Saskatchewan 
from the very smaller centres to what we call the 
trading centres -- not necessarily our cities -- but 
our larger towns which are tending to develop more 
adequate commercial facilities all eule OUCH ees eS 
doubtful whether we will have the same increase in 
the number of credit unions, particularly in’our 
rural centres. There are perhaps some larger towns 
that will ask for an organization of "credit unwons 
in the future, but I think thwswil Pipe very Wimtted) 
As*far’as the growth of our credvt UmiGis in our 
cities is concerned, this probably will depend largely 
on whether we get more industrialization in our cities. 
As you are probably aware, as we get more industry we 
will have more small groups and more small bond 
associations. 
COMMISSIONER GIBSON: Occupational groups? 
MR. CHARBONNEAU: That tre Tigre. ~ 2. the 
present time we do not have this large industrialization 
and we do not see too many more credit unions in the 
cities. However, we do see a constant growth --- 
COMMISSIONR GIBSON: Of operating credit 
unions -- growth of your membership and, presumably, 
a more proportionate increase in your assets? 
MR. CHARBONNEAU: I think it is safe to 
say per member we will continue to grow. 


COMMISSIONER GIBSON: But you do not see 
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this very steep rate.of 20 to 25 per. cent a year 
continuing indefinitely, I take it, in assets? 

MR. CHARBONNEAU: We have not projected 
that far into the future, but the economy as a whole 
is probably the only thing that can determine this, 
because our average savings per member is around 
$600, and every member we add, probably, we feel 
our average savings will continue on that pattern. 

COMMISSTONER HARROLD: When you say, 
"economy as a whole" are you referring to the economy 
in Saskatchewan? 

MR. CHARBONNEAU: Yes, in Saskatchewan. 
We are, as you are no doubt aware, practically wholly 
dependent on our economy in Saskatchewan. 

COMMISSTONER MacKEEN: How does membership 
vary in, these unions from a small one up to -- what 
is the maximum size of the credit unions? 


a Under our Act we have 


MR, CHARBONNNEAU 
no stipulation as to minimum or maximum size, but 
we do as a matter of operational policy Feel we 
must have a potential of 100 members in order to 
organize a credit union. We do not encourage an 
organization of a credit union unless in the group 
that is asking to be served they have a potential of 
100 members. As to the maximum size, we have no pre- 
determined -- we have two credit unions in our province 
at the present time which do have a membership of 
approximately 10,000, in our two larger cities. 


COMMISSIONER MacKEEN: What would the 


bond be in that case? 
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MR. CHARBONNEAU: I think we could 
honestly say that the bond of association in these 
larger groups tends to be the credit union greene 
organization itself. It is very difficult to have 
as close a bond of association in a group ofthis sizé 
as we would have in a close knit group of an industrial 
or an associational or small group where you know all 
your members. Undoubtedly, the bond of association 
in the larger credit untons tends Eo be the fact they 
belong to an erdanization they call=their owl —— 
a Credit Union: 


COMMISSTONER LEMAN: The egg becomes the 


Chicken? 
MR. CHARBONNEAU: Well --- 
COMMISSIONER MacKEEN: They would be 
citizens of Regina -- that would be the bond? 


MR. CHARBONNM AU: Yes. 

COMMISSTONER BROWN: In the Annual Report 
of the Credit Union League you always seem to be 
worrying about this a little bit. 

It says: "While this appears to be 
commendable progress, nevertheless a thorough 
analysis would probably reveal that 15 per cent of 
the membership own approximately 80 per cent of the 
assets.” 

I assume you mean 15 per cent of the 
unions? 

MR. CHARBONNEAU: Yes. 

COMMISSIONER BROWN: Then you say in the 


next sentence: "Mis situation well call for 
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1 accelerated education and member relations programme s 
2 at the local level". 
3 MR. CHARBONNEAU: Yes. 
4 COMMISSIONER BROWN: Would you regard 
5 this as a problem or not? 
6 MR. CHARBONNEAU: Yes. We do not think 
7 it+is a.maior -problem,,but we.do-think,it.isia problem 
8 because we feel very strongly that people who belong 
9 toa credit union should know the reasons, and are 
10 all well aware of tne wnole philosophy behind the 
11 organization of such a financial group and are all 
12 aware that in the services offered there are some 
13 basic reasons for these and, naturally,.in a large 
14 community it is very difficult to reach each member 
15 individually, and we feel this is a Vital point. 
16 Of course, in the csmalkdber communities aclotyof this 
17 can be done by actual person to person contact by 
18 employees of the credit uninn and by the elected 
19 officials. It is.,easier,,to, get,meetings ,of. people 
20 for educational purposes in a smaller group. . However, 
1 in the larger groups there has been an accelerated 
22 programme of education through the mass media -- 
7 I mean, these larger groups are tending to spend more 
24 money through education and public relations in order 
25 to better inform their members of what the organization 
26 is doing and the services that it has to offer, and 
27 this, in our opinion, sir, does pose some problems 
28 in terms of trying to reach each individual member, 
29 and when you are taking a look at 10,000 -- and in 
__ 30! our report this is what we refer to -- it will necessita 
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more programmes to ensure we are not getting a member 
on the books, and that we are getting a member who 
knows what his organization is doing and knows his 
responsibility as a member of the organization. We 
feelevery sttongly* about this. 

COMMISSIONER LEMAN: This is probably 
not a matter of statisticalocontrol , (butycoulid you 
detect any difference in active membership at 
meetings at the credit union level between those who 
are savers, investors in theweredattunions, and 
non-borrowers as against those who are borrowers? 

MR. CHARBONNEAU: Well, I think the 
problem -- we are getting now -- I assume you are 
asking about the participation at an annual meeting 
or an educational meeting? 

COMMISSIONER LEMAN: Well, general active 
participation and general interest in the credit 
union. 

MR. CHARBONNEAU: Well, I think of course 
we are faced with probably the same problem as all 
erganizations of this type are facedewith Linkthat 
the people who take part in these meetings are 
ordinarily the people who are active in their credit 
unions; in other words, who do their savings and 
borrowings with their credit union‘), andtwenfead, 

I suppose like all ourwecivae councils doz that we 
need to reach the people who are actually members 
and tell them the story so they can become: active, 
because there is a definite trend that the people 


who know about their organization are the people who 
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do most of their business through the organization, 
and we feel it is not enough to take a member in on 
the books, but we have to tell him more so he can 
make a decision as to whether to continue to patronize 
the organization or not. 

MR. NEVILLE: I do not think you can 
find a statistical answer to that. On my own board, 
for instance, the majority of the board have loans 
from cthe cwcredit ain pononsSe- Icdow'itvctiminkorthere 
would be any statistical answer to that. 

COMMISSTONER GIBSON: You said earlier, 
Mr. Charbonneau -- and I do not have your exact words -- 
but you indicated you do not encourage credit unions 
of less than 100 membership? 

MR. CHARBONNEAU: That is right. 

COMMISSIONER GIBSON: Is this because you 
cannot make an effective operative unit? I notice 
you give oneleft 38iArReihewtelare Yaslfewesma betones: 
Is this because you cannot get enough savings together 
to make it effective? Obviously you have the bond 
when you have got a few people -- they will know each 
other. 

MR. CHARBONNEAU: What I said , sir, 
is that we pre-determine a potential of 100. We do 
have the odd one with less than 100, but in the group 
there are either 100 employees, for intext anne, in this 
particular plant, and the main reason -- yes, it must 
be that even though it has the sociological concept 
there -- in other words, a group of people working 


together to solve their own financial needs, unless you 
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have enough money to solve these needs, really, there 

is some difficulty in getting the members to participate|, 
and I think one of the reasons a Ee ee! is that we 

feel 100 people is a prerequisite in order that. they 

can assemble enough savings to solve their own loaning 
needs. 

COMMISSIONER GIBSON: And that is cigaiinol 
in terms of-a rural.union, particularly, ais, it?,.I 
notice your rural unions -- you give a more what 
I might call medium term credit, and in some cases 
larger loans. They are not on these little personal 
loans. 

MR. . CHARBONNEAU): 5, Yesnathat_is; raght. 

COMMISSIONER GIBSON: Is it amongst the 
small unions you have this turnover? I notice from 
year to year there are quite a few go out and new 
ones come in: Are these the little ones? 

MR. CHARBONNEAU: Yes, very definitely, 
SLICK The main reason is, number one, in many of the 
smaller unions that have not grown, probably can be 
attributed largely to the lack of local leadership. 

At one particular time when they organized the credit 
union there was ees of people who were active 

and interested in seeing: such, an, organization develop. 
However, because of circumstances, I would presume 
beyond the control of that credit. union, some of 

this leadership has either left the community or 
passed away, and so on, and has left the credit union 
with this lack of leadership. Therefore, it has never 


developed. Many of these smaller ones have gone out 
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of existence because of this voluntarily. The 
other thing is we do have some tendency towards 
amalgamation now because of the floating population 
to the more commercialized centres or the larger 
trade centres. 

COMMISSIONER GIBSON: In other words, 
if you want to make a small union work you have got 
to have a spark-plug that will give voluntary time? 

MR. CHARBONNEAU: That is very important. 

COMMISSTONER MACKINTOSH: ~L motice in 
contrast with the credit union organizations in ~’somé 
of the other provinces we have visited, you have, 
as Mr. Gibson said, a good many loans -- there are 
some here marked for land payments and mortgages 
retired, and buildings and improvements: The greater 
proportion of these would be for a considerable term, 
wouldn't they? 

MR. CHARBONNEAU: Yes. I think, in oar 
to develop this more thoroughly, maybe we should outline 
what an the» opinion of the credit union péophke are 
the variance in terms. We feel in credit union 


operations that a loan up to one year duration is a 


short loan. We feel that a loan from two years to 
five years would be a medium loan; and from five 
years up to a maximum -- I must say -- of ten years 


would be a long term. We have very few loans in the 
five to ten year category. Our whole operation is 
concentrated -- I should say, the major part of our 
operation is concentrated on the short and intermediate 


term loans, which would: mean from one to five years. 
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COMMISSIONER MACKINTOSH: You mean land 
payments would be financed by as short a*credjt as 
that? | 

MR. CHARBONNEAU: Yes. 

COMMISSIQNER MACKINTOSH: Does the Trust 
Company then make long-term loans? 

MR. CHARBONNEAU: This, sir, is the 
organization that was developed to take care of this 
long-term credit and we have the manager here if 
yourcare to questiomshim on this aspect of it. 

COMMISSIONER MACKINTOSH: I am interested 
in learning more about these two organizations, these 
two courses of development, one toward long-term 
loans because you are concerned with families and 
communities. The business of housing, not necessarily 
first mortgage financing but all the ancillary finances 
bound up with housing is a very peewee element 
in that type of finarming. On the other hand, there 
is some movement towards checking accounts which is 
at the other end of the scale with some of the credit 
unions coming close to operating demand deposit 
businesses with a fairly full checking service. Is 
fhe movement going along both these siete dhhet is, 
the trust companies developing as a specialized service 
on the one hand or do you think its destiny is in 
the short-term finance end of the acaues Is there — 

a steady increase in the number of unions operating 
checking accounts andi the turnover in these accounts? 

MR, CHARBONNEAU: Well, sir, firstly 


I would just point out that in our Act the deposits 
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account and the withdrawal of same we refer to them 
in Saskatchewan as "orders negotiable by endorsement" 
and these are in the deposit acamnts. There is a trend 
to have this type of service offered in the smaller 
communities particularly and I think a marked increase 
is particularly where the credit union is located 
in a community where there is not this type of service, 
where there is no comparable type of service available. 

COMMTSSIONER MACKINTOSH: Namely, where 
there naseno: branch Hank . 

MR. CHARBONNEAU: I suppdésé this is what 
mean: | 

COMMISSIONER MACKINTOSH: There is nothing, 
wrong with that word. 

“MR. CHARBONNEAU: Oh no. 

COMMISSIONER MACKINTOSH: They have 
amalgamations and large parts of the general 
organization which control a high percentage of the 
assets Slain all the attributes of the credit unions. 

MR. CHARBONNEAU: A pretty logical 


conclusion, sir. But further to your question ies 

is i increase particularly in these areas on the 

one side. Now, on the other side the development 

towards amewareen financing, this is another facet 

and a facet where it is turned over to our Co-operative 

Trust Company and there is a marked increase in this. 
COMMISSIONER MACKINTOSH: May I ask a 

supplementary question? Would you find, for example, 


that in your Regina and Saskatoon unions, your big 


urban unions, this tendency towards operating from 
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as 
1 curren t’accounts-~ “td that/ pronounced there ‘as “ft 


2 is in the rural unions? 

3 MR. CHARBONNEAU; If you are talking of 
4 particularly Regin&and Saskatoon, sir, I would say 
5 that’“in ‘proportion théve Sre as many members that 

6 Use “nese faci litres “Of HELGE: hg. 2 Ae per the 

7 over-all membership as we do have in this rural 

8 community type of credit union. 

9 COMMISSIONER MACKINTOSH: This then rules 
10 out the experience that the branch bank facilities 
11 are not available? 

12 MR. CHARBONNEAU: Yes it does, sir. 

13 


In these particular organizations this particular 


14 theory does not apply. 


15 COMMIT SSTONER MACKINTOSH: rH is then 

16 something’ Wess than lack’ of facilities? 

17 MR. CHARBONNEAU: Yes. I think probably 
18 the main reason for the request by the.members of 

19 these: ‘larger organizations Is that if theyae doing 
20 their borrowing and savings with the Es union 

21 and the credit union also offers the additional 

oe service of a negotiable order system many of the 

23 members feel that in order to concentrate their 

24 financial business in one organization they will take 
25 advantage of this service. 

26 COMMISSIONER BROWN: I notice particularly 
27 in connection with Alberta Packers Commercial Union 
28 in Prince Albert where the average share per member 
29 is $5 which is the minimum and they paid the same 


= rate of dividends and interest on deposits, 4 per cent, 
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which would indicate that everybody in that credit 
union which had a minimum $5 share would have the 
rest of it on deposit? 

MR. CHARBONNEAU: In this particular 
credit union, sir, they do not have the negotiable 
order system. This happens to be an employee group 
of the Packers. They do not have a negotiable order 
system. 

COMMISSIONER BROWN: They have all their 
money on deposit rather than in shares? 

MR. CHARBONNEAU: Yes. I just do not have 
on hand the reason their board of directors have 
decided to do it this way. They evidently are 
using their deposit accounts as some sort of a 
term saving. This is about the only explanation enee 
I can give. 

COMMISSIONER GIBSON: Pia backsto 
Dr. Mackintosh"s questions about your loan structure 
andsilookingratcthisetable anithe annua reportoon 
credit unions on page 24 it shows the combined 
anBiyeits of loans, namely, some 13 pér cent land 
payments and mortgages, mortgages retired, 23.8 
per cent buildings improvements, 21.6 per cent 
machinery, automobiles, ibiwen! repairs. Part of 
that would be, from what I take of what you said 
previously, medium, I imagine. Would pot say that - 
from these figures about one-half of your loans were 
not short-term loans. Is that a fair assumption to 
make-- medium-term rather than short? 


MR. CHARBONNEAU: Well, in the land 
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1 payments and mortgages out of the 13 per cent, I 
2 do not have the exact breakdown, but it is fair to 
3 assume that even in some of these cases they are in 
4 the intermediate term up to the five years. 
5 _ COMMISSIONER GIBSON: You said there were 
6 very few over five years? 
7 MR. CHARBONNEAU: Yes. 
8 COMMISSIONER GIBSON: What I was trying 
9 to get at was the difference in the short-term up 
10 to two and the five-year medium. 
11 MR. CHARBONNEAU: I ans your conclusion 
12 bet @orrectsothatppessibly, 50"per) centmok our assets 
13 are in medium short-term and the rest are divided 
14 between the intermediate and long-term -- pardon 
15 me, the loaning arrangements. 
16 THE CHAIRMAN: I notice a paragraph on 
17 page 32 about the Conseil Co-operation de Saskatchewan. 
18 Can you tell us something about that? Have they 
19 organized French speaking unions or are they more in 
20 the co-operative sphere than in the credit union 
21 sphere? 
22 MR. CHARBONNEAU: To give the short 
23 wasoning behind this, sir, in other provinces the 
24 credit unions and co-operatives organized mainly 
25 around a French Canadian bond of association, have- 
26 somehow seen fit and proper to maintain their own 
27 centrals and their adebenhtneal vehiclesrete. - In 
28 Saskatchewan this is not the situation. We do have 
29 in the Credit Union League and belonging to the 


30 Credit Union League, the Credit Society and the Trust 
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Company, many credit unions and bee Ewa cuba res” 
which are organized amongst the predominantly French 
speaking people of our province. However, they do 
have the Conseil which in part does some of the 
educational work of this French speaking group, 
conducts, the sessions etc. in the French language. 
However, this organization works a closely with the 
League and the Trust Company and the Credit Society, 
In fact, their present full-time secretary happens 

to be a director of the Credit Union League of 
Saskatchewan so in order that we do not-have any split 
between way speaking and English speaking groups 

we have seen it to our advantage to get together. 

THE CHAIRMAN: Would the Conseil have 
any particular, control over ,unions? 

MR. CHARBONNEAU ; Definitely cnot, sir. 

THE CHAIRMAN: It is more of an educational 
organization. to.deal wath the.French speaking, part 
of the community? 

MR. CHARBONNEAU: That is right, sir. 

THE CHAIRMAN: [a various ways, as I 
fake .1t? 

MR. CHARBONNEAU: Yes, they will do 
educational work for credit unions, for consumer 
co-operatives, for the producer co-operatives etc. 

COMMISSIONER LEMAN: Mr, Neville, I 
don't know whether I should ask this question of you 
or Mr. Charbonneau seat in the general subject of 
supervision -- and again perhaps I am asking one 


or more questions to which the answers. could be found 


| 


¥ . ee 
"esxisinugod ses)" bas anoinw tibexp yosm \YyosgmoD 


fonext ylinsaimobsiq edt tepnems besinaspx0 sexs doidw 
ob ysdd ,xevewoH .eomiveiq avo, to elqosq pniaseqe 
eft to smoe eseb gusq ait doidw [isenod. edt oved 
,quoie priatesge gone 2eidt to, aAxow I[snoitsoubs 
-opsupnsl donexd eft oi .od¢o anoiesese ons atoubnos 
edt diiw ylseaolo eae etiow noitssinspio eids , 1evVSWwoH 
-yY3sio0e Jibsy. esd3 bas yosqmod seyxT edt bas supsol 
— yisser2se smist~Lilwd stasesxq xieds ,to5% mt 
to supssl noinU tibexD edd to yostoextb 5s ed of 
tifge yas sved dom ob sw isd sebao ai o@) nsewedotsxes2 
equorp printsege dailond bos paiasege donext neswied 
-redtspoy isp of3 spseinsvbs avo od Jr meae sve ow 

sved [isenod edt Bivow. :WVAMALAHD SHT 
Senoliay aso lorsnos isivoisusg Yos 

-tLe ,denm yletini ted 3 VAMOS HAH - AM 

lenoitsoubS as to stom ei SI :AAMALLAHD HT 
S316 priiteede flonexd eds dtiw tsesb of NHoisssinspxe 
Sytinoummos. eds. to 

128, ,dcpiu ei gedT. :UASMMOaAAHD .. AM 

il e5 ,ey6w ausixzsvy al :VAMATAHD FHT 
$ti soles 

ob Iliw yerdls .2eoy sUSAAMOGASHD .AM 
‘csihitiaae iol ,enolny 3ibe19 xr0ok Ayow Isnoissnube 
-OF9 eovissisgo-0o seimuibOree ads 10% v2eVits1sgo-eD 

I ,@ilivew .aM ~~ :“VAMad aAguoTeeiMMoD 
woy to noitesup etait was biuode I, xedsedw won? 3! nob 
to toetdue Isxenep eds nik sei wsennodisdD «1M xo 


ono prides ms I aqsdisq nisps bas -- AoLaLvisque 


Havei od bivoo exswans eds doidw od enottaoup sxom, 10 I 


ee 1 


La ot” § fs i io oo re fe 


Sgt 


ar 


r 


om FP we © 
ee bp ey = 


= 


a | 


~- = & 


%® 
a 


Nethercut Young - 500 = 


Terente, Ontaric 
in all the material which went with the brief -- 
I did study it but perhaps I have missed a few 
details -- is there in a sense conditions for belonging 
to the League by credit unions that enable the: League 
to force their wishes on the credit unions or is 
it purely persuasion that has: to do it? Is there 
any real authority in the League? 
MR. NEVILLE: I should think we would have 
to say that the League is a voluntary association 
of credit unions and it would have to be done by 
means of persuasion. And we do, of course, attempt 
to find some uniformity in practices and procedures 
by persuasion. We have been quite successful with 
Le. 
COMMISSIONER LEMAN: But is there at 
least a threat of suspension or removal from the group? 
MR. NEVILLE: No, I think probably sir, 
we should outline at this point that the League 
has no supervisory power as such over the credit 
unions. We are in essence a creature of the credit 
unions to provide a type of service for them that they 
are not able to provide individually and therefore 
our working field force does have some persuasive 
power in attempting to improve the calibre of 
operations etc., and if we should find some 
irregularities in operations we uiicibern tis have access 
to and good working relationships with the supervisory 
authority in the government where they deal with many, 
many operations and we immediately bring this to 


the attention of the supervisory authorities, the 
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1| credit union auditor of the government, and they 
2 immediately are visited wherever a problem may 
3 Exist, 
4 THE CHAIRMAN: I think at the present 
5 time we will have a short recess of about 10 minutes. 
6 You gentlemen have been answering a great many 
7 questions. 
8 SIS: INS eS - 
9 
16 MR. NEVILLE: Mr. Chairman, in addition 
to the people I introduced this morning I wonder ~ 
11 
if I might introduce an addational friend of ours, 
12 
Dr. B.N. Arnson, Députy Ministér of Co-operation 
13 
aid Co-operative Development. 
14 
THE CHAIRMAN: We will now esume. 
15 : 
, COMMISSIONER LEMAN: Just before we 
6 ; 
: recessed, Mr. Charbonnneau, we began to talk about 
1 . 
the element of supervision. As I understand it 
18 : 
1 you “do not feel that that fs primarily Tie role 
9 
of the League at all. Do you feel there might be 
20 
a trend in that direction, though? 
21 
MR. CHARBONNEAU: I think there might 
oe 
be a trend in this direction in the future if in 
23 
achieving some better uniformity of operations on 
24 
forms and this sort of thing, perhaps interest rates, 
25 
mt it is nothing that we have contemplated in the 
26 
immediate future. 
27 
COMMISSIONER LEMAN: Now, I understand 
28 
that the government has a supevisory staff. Can you 
29 
tell us a little more about how extensive that staff is? 
30 
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1 
Does the League feel that it is sufficient now? 
2 
There are a large number of unions here to audit 
3 
and keep track of. Do you feel it is adequate now? 
4 
MR. CHARBONNEAU: To answer your question 
5 
directly, sir, the League does feel that at the 
6 
present time we do have a very adequate supervision 
7 ‘ 
staff. I do not know the exact number of people 
8 ; 
on the government supervisory staff, we do have the 
9 : 
director of the audit department here and he 
10 | 
probably could give us the exact number of people 
11 @s sie 
employed. However, in explaining the reasons why 
12 ° . . . . 
we feel the supervision is adequate it is mainly 
13 : 
because we have two areas of supervision. One is 
14 . 
the area in which the provincial government takes 
15 ae ' 
part in that they supervise all credit unions and 
16 ot . 
their main concéernchas beennnow as in the past 
17 Of ‘a ’ 3 y 
a close supervision of the loaning Operations Of ne: 
18 ; 
@edit unions and then the general management of the 
19 i fe i P £7, 
credit ‘unions. 
20 ey : : 
: Our Act does require that a ecredic union 
2: ieee . ent 
Wilch has assets 1n excess Or 2200,000 Must have an 
22 i ms ; ¥ 
audit by an independent audit firm, geither a 
23 | 7: : | 
qualified certified public accountant or a chartered 
24 || ; v 
accountant. In all our credit unions when assets 
25 , 
are in excess of $200,000 this is mandatory. They 
26 a» ‘i 
all have this type of supervision. The government, 
27 . 
audit staff in this case, in the case of credit 
28 ' 
unions of $200,000 andover, supervise the general 
29 


loaning operations and the general management but 


30 Ree, 
the actual accounting and the verifying of the whole 
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1 mechanical operation +s done by an independent firm 
2 af cauditors. «.In the smaller unions our government 

3 auditors do perform a similar audit as would be 

4 performed by a chartered accountant or certified 

5 public accountant. 

6 COMMISSIONER LEMAN: So in the year in 

7 which a credit eueeuae assets begin to exceed 

8 $200,000 they have to employ an auditor? 

9 MR. CHARBONNEAU: That is right. 

10 COMMISSTONER LEMAN: Is it the practice 
11 of these auditors to send copies of their audit 

12 reports to the government supervisory people, or not? 
13 MR. CHARBONNEAU: Yes,it is. All the 
14 auditors that are appointed, notification is given 
15 by the credit union for registration of the credit 
16 unions by the department and at that: point there is 
17 an interchange of opinions Dewees the auditor. and 
18 the government and they do receive notice of all 

19 independent audits that are performed by credit 

20 unions. 

21 COMMISSIONER LEMAN: But not the League, 
22 the League does mt get notice? 

23 MR. CHARBONNEAU: No we do not. 

24 COMMISSIONER LEMAN: Would the League 

25 be interested? 

26 MR. CHARBONNEAU: Not parti cuhar ly at 

27 this stage. Because of the close relations and 

28 associations that we do have with the audit department 
29 if any irregularity or anything that the auditors 


30 feel should come to the attention of the League we are 
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immediately notified so we do not feel that we 
are missing anything by not having these audit reports. 
COMMISSIONER LEMAN: How about the 
wlationship, still in this field of supervision, 
of the mutual aid fund to the credit unions? Because 
of the services they perform it would seem that they 
should be entitled to any funds they require, should 
tney-Aot? | 
MR. CHARBONNEAU: Well, the mutual aid 
fund, of course,;*s‘an’ over-all Ghats reserve 
That™has” a" specific TPunction inter 2t rerme a 
BOLe OF cushion and can™ onlay be wlr lized time 
case where a ret acit union would find itself in the 
position of dissolution and would not have sufficient 
capital to pay out 100 cents on the dollar and in that 
case the assistance of the mutual aid fund is asked 
LOL. 


The makeup of the mutual aid board is 


. that of the five —-man board of directors three are 


a 


appointed by the Credit Union League and therefore 
these are directors of the League or people that the 
Board may wish to appoint who are in close contact 

with the operations of credit unions. One is appointed 
by the government and i Oe ecaset happens to be 

the director of the audit department who at all 

times is conversant with the situation, the operational 
situation of all crédit unions and the fifth member 

is an appointment by the Saskatchewan tet ee 
Credit Society. So in essence the mutual aid board 


is always aware of the situations that exist in the 


ew tsdt Ise} ton ob sw oe bettiton yletsibemml 


| ak 


7 .etioge: tibus seeds phived son Yd paidtyas: ye ae 


eft tuods woH :WAMAT AXWOTeaIMMOD 9 ==> 9s 


noLeivaeque to Blert eidt niilise ,qtihenoiststar 


eevseoed Sanotnyu tibsxo sds ot bayt bis Isuspm sds to 


yeds jsdz mesa blyow ti miocixeq yet eenivise edt to 


Sflvede \,exriupe vers ebatt yrs ot belsishe ed biuode 


& 
ey 


tion vent 

| bis isutum odt ,PfieW :UASMMOEAAHD .AM ‘li 

| evisesi cichweed lf6-xsvo ns ei \Ssetu05 to ,bavt or 

5 Nate ti tsdt ai notyonyt ottiosqe 6s esd tect nt 

| ati bostflity ed yino ABD bis moifaua to Sr0e SI 

| eft mt Ileett batt bilyow smoiny er 6 919dw s2a69 ei 

| tas ioittwe aved ton bivow bie noitulozerb ito moi tieog a 

| Sorts nt bas uwsllob edt no agrts5 OOL tuo ysq ot [stiqss el 

| — ait bavi brs levtum sdt to sonstetees softy S265 ol 

| he oo vt 

| ai bisod bis [eutuin. sdt to quexsem sAT @ ;3t 

| 226 eeutt exoxserth to a asm evit edt to means Qt 

| se vasteceheitis ed a moinU tibsxD ads yd bstntogqas OS 

| sit tsdt elqosq 10 supsSd edt to exeFoetib sis seodt EX 
4oedn00 se0l> mt sis odw tatoggs ot deiw ysm bxs0d RSS 


Fe eee e710 .anothtu tibero to emotts'reqo edt dtiw 
ed od ere aheel seaeoUs a HA bis thomarevop eds yd 
iis 35 ow et al jibus: edt to szotnexrib sft 

fenck se noue ot ,moistsutie srt pag tngsersvaeD et somit 

xodmem thie ects brs anoing $ibS4xs [fs to nottsutiea 
eviteyege-0b newedossxe8e orf vd tnomsnioggs ns at 


Sis0d bis Isutum sit eonsees ai 08 .yseino® +ibexD 


S1sWws 5 2 — wis's i 


Nethercut & Young - 505 - 


Terente, Ontario 

Credit union because the people who are on the board 
of trustees happen to be the people whoare connected 
with credit unions in adeeuice operation. 

COMMISSIONER LEMAN: Well, they are 
connected with specific credit unions, the trustees? 

MR. CHARBONNEAU: Well,nbt, :three’ are’ 

League directors so therefore, being airectans of the 
League, are aware of the general situation of the 
credit union movement. in the province. 

COMMISSIONER LEMAN: Well, yes, generally 
aquainted with it. What I was driving at was that 
this sometimes incipient trouble can be detected through 
audit procedures etce., and I was wondering if for the 
protection of the fund and in the interests of the 
League if there was a system of formal reporting that 
wouldyrgenerate .thissssort dofirforesi ghirat tin: 

MR. NEVILLE: I think you would have.;-to 
sayethere tis: auform lofitinftormal Imeporting bistivinfis 
a rather informal system. 

MR. CHARBONNEAU: Yes, the informal 
reporting comes about by having a director of the 
audit service as a trustee of the mutual aid fund 
and at all meetings of this board he will bring 
forward any cases of credit unions that in his 
opinion after reviewing the audit reports will need 
assistance and that is the way we keep track. 

COMMISSIONER GIBSON: These are surprise 
audits that the provincial people do? 


MR. CHARBONNEAU: Yes, the provincial 


people do. 
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COMMISSIONER GIBSON: I am reading a 
report here. This is again a government report 
from the Department of Co-operation. I gather that 
the provincial inspector auditors do a great deal 
of educational work amongst the credit unions. The 
way I would read it, they make a point of moving 
around and paying some visits that are not so 
much audits as just seeing how things are going. 
They attend the annual meetings and this sort of thing. 
This is a fairly important Function, Gis wt 

MR. CHARBONNEAU: I think we must say 
that they do perform some type of an educational 
function in that they make it a practice after an 
audit to arrange a meeting with the board of directors 
and the committees to review the audit and to give, 
in our opinion, -sSome guidance and instruction as to 
how the loaning operations, or possibly in another 
area, how the operations can be improved. Many of 
the auditors make it a point to attend as many annual 
meetings as they can, but this is not a prime function. 
They do attend annual meetings if and when they do 
happen to te in an area during an audit and an 
annual meeting takes place, They do notimakeé 
necessarily social calls, but on their way through, 
if they are going to a particular credit union for 
audit and they happen to, because of necessity, drive 
through one or two towns where a credit union is 
located, they will stop in and generally enquire 
about the over-all operations; if there are any 


problems, and so on and so forth. 


g 


6 paibsox ms I  :WO@MIIO ABMOTL2IMMOD = lor) 


tu0oqe1 tnemrievop 6 nisps ei eidT  .ered txOgqex 


ject xasdtsp I .neitsisge~oD Io jnemirsqed eit moxt 


issb ssexp s ob exrotibus azodoegeni Isionivoiq srt 


paivom to tritog 6 sAsm yeds .ti bsea bluow I ysw 
o2 jon e116 jeds atieaiv esmoe pnmiysq bas bavoxrs 


; : 
eat .enoimy tibex> edt tepnoms Aszow Isnoitsoubs ito 
| 
-pnhiop sis epnmidt wod pnisse taut es etibus doum 18 


-paoids to jioe eidt bas apnitsem [suris eft baestss vert @ 
¢ti ei \notsonnt tustiogmi yitisi s ei eid? ‘Ot 

! 
Yeo Jaum ow xatdd I sUASMMOSAAHD .AM ' i 


Llarotisoube ms lo saqyd sntoe mrrotysq ob yet gadt * 
a6 tstis goltjosrq 6s Ji exam vedt geadd alt nottonut | 


axrotostib to busod edd Adiw goitieem s sanarxs ot gibes 


.evlgs ot bas ttius edd wetver od seestinones sid bas a | 

od 88 mofteiadsent bss sonabius smoe-.noiatao wwo ot ot 
tertons ai vyidlesog to ,scottersqo aningsol end wod vi 
Isungs Yam as Soetis ot tetog s dL sHam evottbhus ent [ea 
foltonui eming ‘ jon af eisid ted .969 yond es egntitesm og 


| 
1 
| 
i 
| 
tO YneM .bavyergmt sd aso enolistaqgo edd wod sexs 81 
| ob yors nedw bas ti agniteam Lavans bretis ob yodT i #& 
: is bas tibys os guitwh sevs as at ad o¢ ceqaqad RSS 
| som don ob yedT .eoslq sexdat smtteom I[sunns éx 
| .Sgrotdt vew afsdd so gud .a@fiso Ipkooa yvitrseesoen af 


s01 soinu Jibexro reluoliveq s o¢ sakezg ets yadt tL a 


evith .ysiexsoon to eausosd .ot acqqent yeds bas ttbre 
éf solny tibeto 5 stedw anwos ows to sro riguords 
sifupae Ylletenes bus mi qote Ifitw yeds .betsool 
Vis sts eredt tt ,anottaereqe Ifs-rsvo edt syods 
02 bas .ameldorq 


“ido 08 bees ne 


Nethercut Young “ae: 507 Eat 


Terente, Ontario 
1 COMMISSIONER GIBSON: So it is more than 
2 a checking system. There is a bit of preventive 
3 medicine about it, if you like? 
4 MR. CHARBONNEAU: Yes. 
5 COMMISSIONER BROWN: Could I ask one 
6 question about this mutual aid: I could not under- 
7 stand the references on page 29 of the Saskatchewan 
8 Credit Union's report which is Schedule D, where the 
9 Mutual Aid Board made two interest free loans which 
10 enabled two of the. credit unions to dissdélve. without 
11 loss to the members, How does this work? Do the 
12 interest free doans get pre-paid from some source? 
13 MR. CHARBONNEAU: Yes. What happens 
14 in most cases, when a credit union is about to 
15 dissolve, there is in all probability some loans 
16 Still outstanding, and in order to expedite: the: 
17 dissolution, the Mutual Aid Board will advance an 
18 interest free loan to the credit union in order to 
19 pay the shareholders 100 cents on the dallar, and 
20 then will assume the book debts. 
aa. . COMMISSIONER BROWN: In. other words, 
22 it takes over the job of being a liquidator, 
pr MR, CHARBONNEAU: That is right. 
24 COMMISSIONER LEMAN: One more factor 
25 that may have some bearing on the supervisory 
26 system: There is some reference in the material 
27 given to us to the effect that there would be a time 
28 when perhaps there would be a joining of this federal - 
29 I have lost my reference, 


30 MR. CHARBONNEAU: The Canadian Co-operative 
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1 Credit Society? 

2 COMMISSIONER LEMAN: Yes. Would that 

3 bring about a more systemized form of supervision, do 
4 you think? 

5 MR. CHARBONNEAU: I would like to refer 

6 this question to Mr. Johnson, as he is the Sieeanens 
7 of the Canadian Co-operative Credit Society. 


tess 


8 » MR, JOHNSON: Well, I don't think it is 


9 the intention, within the framework of the Canadian 


10 Co-operative Credit Society that supervision of the 


11 Canadian Co-operative Credit ‘Soeiety should reach 
12 down to the credit union level. The Saskatchewan 
13 Co-operative Credit Society, because of its 

14 membership in the Canadian Co-operative Credit 


15 Soedety, and because of the provisions of the Canadian 
16 Co-operative Credit Associations Act, is under 

17 some supervision by the Department of Insurance at 

18 Ottawa. This is a theme, I think, that will be 

19 developed to a much greater degree in the submission 

20 by the Canadian Co-operative Credit society, and 

21 I am not trying to dodge the issue, but I att netadet ne 


4 


22 "this question might be better pursued at that time. 


23 I don't think that the general idea is that the 


24 supervision by the Department of Insurance at Ottawa 
25 should reach down to the local credit union level. 

26 COMMISSIONER LEMAN: Because it would 

27 be impractical, or for other reasons? 

28 MR. JOHNSON: I think it would be 

29 impractical. 

30 COMMISSIONER HARROLD: I might follow that 
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Jerento, Ontaric 


1 with a general question which may or may not be 

2 related to supervision, In your annual r eport of 

3 the Credit Society on page 9 it refers to the 

4 Canadian Co-operative Credit Society and says: 

5 "Konr provincial financial 

6 centres,four commercial co-operatives, 

7 Co-operative Life Insurance, and east: 
8 Fire and Casualty Insurance, comprise the 
9 membership of this national organization, 
10 which has continued to performa useful 
11 service in facilitating the interchange 
12 of funds between the Centrals. 

13 The savsnthies of being 

14 incorporated under Federal legislation 

15 are becomming more apparent. It is to 

16 be hoped that all centrals across Canada 
17 Will soon be able to arrange their 

18 operations so that they can qualify for 
19 membership." 

20 We have rye British Columbia 

21 and Alberta, and I don't believe the Centrals there 
22 belong to the Canadian Co-operative Credit Society. 
23 MR. JOHNSON: The Central in British 

24 Columbia belongs to it. 

25 COMMISSIONER HARROLD: But not in 

26 Alberta? 

27 MR, JOHNSON: Not as yet. There are 

28 certain eiewkesens in the Act, which these centrals 
29 must comply with -- in the Canadian Co-operative Credi 


30 Associations Act -~- before the Treasury Board will 
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Terente, Ontaric 
approve them as members of the Canadian Co-operative 
Credit Society. 

COMMISSIONER H\RROLD: Maybe this is a 
question for Mr. Munro; What are the advantages 
you refer to in this paretepet 

MR. MUNRO: The aaventacen es are that 
it gives us a broader type of legislation. In earlier 
days there were two schools of thought on it, but. 
it was felt we would have a better standing and a more 
legal operation if we belonged to the Canadian 
Co-operative Credit Society; that was eieg of the 
reasons. Others, of course, would be -- and perhaps 
Mr. Johnson could go further on this -- that it is 
our opinion that the Canadian Co-operative Credit 
Society would act for the Dominion just as the 
Credit Society in Saskatchewan acts for the local 
credit unions. 

MR, JOHNSON: I think what we mean here -- 
and I wrote this, I think -- is that the Canadian 
Co-operative Credit Society cannot hope to function 
properly and effectively without the support of all 
the Centrals across Canada. This is fairly obvious. 
We cannot perform a useful function for the credit 
unions and the Co-operative Movement across Canada 
without the support of all the Centrals in all the 
provinces. Does that answer your question, sir? 

COMMISSIONER HARROLD: I think probably 
4t does. You mention the interchange of funds between 
CentraB and so on, and this would be necessary to 


be incorporated under the Federal legislation in order 
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1 to do this; is that right? 
2 MR, JOHNSON: The Canadian Co-operative - 
3 Credit Society is a vehicle set up for that purpose, 
4 Sir, and I think it is a vehicle for the purpose 
5 of interchange of funds between the various Centrals 
6 across Canada. There might have been other ways of 
7 doing it, but this seems to be the logical way as 
8 far as we are concerned. 
9 COMMISSIONER GIBSON: It also has the 
10 effect of setting similar standards for each 
11 provincial Central throughout the country if they 


12 all join, doesn't it? 


13 MR. JOHNSON: That is right. 

14 THE CHAIRMAN: The next subject matter 

15 to be eonvaaeredo1s the question of liquidity. 

16 COMMISSIONER BROWN: There is one question 
17 I have on this matter of liquidity -- perhaps two 

18 or three questions: My first question is, are there 
19 any interlocking holdings of shares between the 

20 various credit unions? 

21 MR, NEVILLE: What do you mean by that, 

22 aa poe membership in different credit unions? 

23 COMMISSIONER BROWN: No. Does one credit 


union have shares in another credit union? 

MR. CHARBONNEAU: No; this is not the 
practice, The practice is that credit unions, if 
they do have surplus funds ,rordinarily invest... 
them either in shares or in deposits or in term 
deposits with the Central -- Saskatchewan Co-operative 


Credit Society. 
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Terente, Ontarie 
1 COMMISSIONER BROWN: But not with one 
2 another? | 
3 . MR, CHARBONNEAU: No. There may be in 
4 some locations, because of a short distance, they 
a may find it convenient for strictly local arrangements 
6 or.alocal convenience to work together, but not as 
7 shareholders of one another. 
8 COMMISSIONER BROWN: On a deposit basis? 
9 MR, CHARBONNEAU: Yes. 
10 COMMISSIONER BROWN: And, then, pin maintainin 


« ¥E their liquidity do any of the individual credit unions 


12: have lines of credit with the commercial banks, or 

13 do they only borrow from the Central? 

14 MR. CHARBONNEAU: I think it is safe to 

15 say that the majority of the borrowings and their 

16 lines of credit is with the Central, mainly on the 

17 Strength of the shares invested with the Central, but 
18 we do know there are a4 number of credit unions who 

19 also have, because of convenience and local arrangements, 
20 lines of credit with a local bank. 

21 COMMISSIONER BROWN: That means that in 

22 large part they are dependent on the liquidity of 

23 Central? 


MR. CHARBONNEAU: That is right. 

COMMISSIONER BROWN: I notice on Central 
there is a list of investments, but there is no 
break-down as to maturities, and so forth. It would 
be a fast curve ball ieee idan at youjright now to 
ask you to tell us what the se ts oe are, 


but I was wondering if you would file a supplementary 
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1 Schedule giving us the investments broken down into, 
é, 

2 say, under one year , gtwo to five years, six to 10 

3 years, and dvier ten years? 

4 MR. JOHNSON: TI believe sir, I think 

a I am right in saying that this information was filed 
6 with Mr. Mercure with supplementary ‘hformation. This 
7 is part of the material which we forwarded just about 
8 last week, or Something like that. You tet nave not 
9 received it, but I have a copy here,, sir, of thé 

10 maturity dates -- a list of the eer dates and 

11 yield of all our investments. This is part of the 

12 information forwarded to Mr. Mercure, I think, after 
13 he went on this tour. 

14 COMMISSIONER BROWN: Could you tell us 

15 roughly what proportion comes within one year? 

16 MR. JOHNSON: May I refer this to Mr, 

17 Tendler; he is more conversant with this. 

18 Mr. Tendler is our treasurer. 

19 MR. TENDLER: If I may, sir, just suggest 
20 in providing this information to Mr. Mercure we did 
a not break it down. We provided him with a complete 
22 detailed list of our investment sthedulevas to 

23 maturities, etc. I would not want to hagara a 

24 guess as to what matures in the first two years, but 
25 I could have this information for you after lunch 

26 if this would be all right. 
27 COMMISSIONER BROWN: Yes. 

28 MR. TENDLER: You require, under one year; 
29 two to five; six to ten; and over ten. We can get 


30 that for you and have it available after lunch. 
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Torento, Ontario 
| ae "COMMISSIONER BROWN: Fine. In addition 
2] to this you have a line of credit with a chartered 
3 bank as well? 
4 MR, JOHNSON: That is right. 
5 COMMISSIONER BROWN: Have you found it 
6 necessary to approach the total of the limit? 
7 MR. JOHNSON: No, we have never approached 
8 the total of the Limit of our line of credit. 
9 COMMISSIONER BROWN: You have never had : 
10 problem with this chartered bank? 
11 MR. JOHNSON: Never. We have very excellent 
12 banks, sir. 
13 COMMISSIONER LEMANs May I ask a more 
14 general question on this question of liquidity. The 
15 adequacy of liquidity is something fae ws hard to 
16|| eauge in a vacuum, and sometimes people have the tendenc 
17 to base it on pastirexperience, and a very fast growing 
18 organization such as yours has been in the last few 
19 years tends.to be liquid because of new funds that 
20 keep coming into the system. Does the League or 
21 the Central, or the unions themselves -- do they 
22 test their liquidity? Have you run a series of tests 
23 as to what would happen to liquidity under various: 
24 conditions such as a flattening out of the growth 
25 of the movement, a reduction -- all these possible 
26 future events that you can imagine? Have you tried 
27 to do liquidity tests under these various conditions? 
28 MR. CHARBONNEAU: The answer to your 
29 question is that we have not tested on that basis. 
30 We do have an economist with the Credit Union ‘Services 
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Branch of the government who continually does 
research; his department is doing hesednoniéen this 
very matter of liquidity, and I don't have lbs! 
Statistical data on this at the present time. However, 
we have been in contact with him, and are in continuous 
contact, and our liquidity requirements at the present 
time, in their opinion, are adequate, and I think 
we have to assume, based on our experience -- and 
may be this is, as you point out, not a true test -- 
but they are certainly testing this out, and we 
rely a great deal on the economist's :deciigiion in 
advising us as to whether or not the. Uaquigity position 
is, in their opinion sufficient, and they have been 
advising us to date that, in their wasnnek. our 
requirements so far are OVER 

COMMISSIONER BROWN: One of the things 
that this commission is particularly interested in 
is the effect or otherwise of monetary policy on the 
various parts of the Canadian economy. Has this 
affected your liquidity position at all? When money 
gets tight do you find there is a slowing down of 
capital coming in, or an increased request for loans, 
or have you found yourselves in a position of not being 
able to satisfy such increased demands for short- 
term loans? 

MR, CHARBONNEAU: The first part of your 
question was the effect on the over-all Canadian 
economy, and again I would --- 

COMMISSIONER BROWN: No, no; I think you 


must have misunderstood me. This is what we are lookin 
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Terente, Ontarie 
for ~- the effect on the various parts of it. My 
direct question is, to what extent has it affected 
your particular part of that? In other words, to 
what extent have the credit unions felt tight money, 
and how have they felt it? 

MR. CHARBONNEAU: In our past experience 
we have found that the effect in the loaning operations 
of our credit unions has remained fairly constant 
in that in the charting of our loans dating back 
from, I ae 1954, our ratio of loans -- in other 
words, our percentage of loans to the share capital 
available has not fluctuated a great deal. In the 
period of short money it would appear that the loaning 
volume was fairly constant. There was not a sharp 
rise. 

COMMISSIONER GIBSON: To be more specific, 
there have been two pericds in recent years when 
money was pretty scarce and tight: Late 1955 to early 
1956, and again in 1959. Interest rates tended to 
be higher in those periods enalianea ae and money 
tended to be harder to get generally. Was this 
evident or noticeable in the individual. credit 
unions. Did they find it more difficult to make 
loans? Did their rates Cs SE to members 
increase? Was there any impact, in other words, 
of the tighter money situation? 

MR. CHARBONNEAU: Well, I would like to 
answer part of that question and then defer the 
other part to Mr. Johnson if I may only to say 


in the 1955 - 1956 period I think the credit unions 
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Terente, Ontarie 
in looking back, thetr assets were relakgyeis small 
and I don't know whether we would have a comparison 
at that time. However, in this rather tight money 
Situation we found that the credit unions were 
concerned mainly with providing the credit needs of 
their immediate members and I think that experience 
has shown that we had enough money to do this but this 
is all the money w e had and we could only take care 
of the needs to the point where we had the appropriate 
Savings to do so, 

COMMISSIONER GIBSON: Did you vary your 
interest rates at all in circumstances like that? 

MR. CHARBONNEAU: No, the interest rates 
were not changed. 

COMMISSIONER GIBSON: Was it a little 
harder to get a loan in, let us say, late 1959 than 
it would be in late 1958, do you remember? 

MR. CHARBONNEAU: Well, I suppose the 
circumstances might vary but I would say that in 
as much as the money was available -=- 

COMMISSIONER GIBSON: ©... the credit 
standards did not change too much if the money was 
available. 

MR. CHARBONNEAU: If the money was 
available. 

COMMISSIONER GIBSON: And generally it 
was available? 

MR, CHARBONNEAU: We found that in 
Saskatchewan it was available. Mr. Johnson, do you 


wish to comment? 
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Terente, Ontaric 

MR, JOHNSON: I think Mr. Charbonneau 
has covered it very well. We must, I think, always 
recognize that we are operating within a capital 
Which our people have made available to us and we 
cannot go any farther. During the period which we 
are speaking oof particularly, 1959 -- or let us 
go back to 1958, I find that our loans in the 
Saskatchewan Co-operative Credit Society were based 
largely on the capital they had as security. There 
is practically no variation from 1955, 1956 and 1957. 
It dropped sharply in 1958. In 1959 there was a 
substantial increase. 

I think we have to bear in mind here 
that the credit unions were growing rapidly during 
that period and this may not necessarily be 
attributable to tighter money policy but we find 
that our loans went up by approximately $1 million 
and then in early 1960 they dropped substantially 
again. 

COMMISSIONER GIBSON: Would it be possible 
in 1959 that some of the people would find it hard 
to get loans elsewhere and get them from the credit 
unions? 

MR. JOHNSON: I do not think that is 
generally true, sir. We advised the credit -unions 
at that time of the condition of the money market 
and we asked them to be very careful in Sondartice 
their resources for their own members rather than 
to take on loans to people who were not able to 


procure loans from other sources. 
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Terente, Ontarie 

THE CHAIRMAN: Are you limited in your 
loaning to your own members? May you only loan to 
your own members? 

MR, JOHNSON: Oh yes, we may only loan 
to our members. 

COMMISSIONER GIBSON: But some of your 
members borrow elsewhere as well as in the union? 

MR. JOHNSON: Oh yes. 

COMMISSIONER BROWN: How about co-operatives 
did their loans increase during this period of tight 
money? 

MR, JOHNSON: No, there is no indication 
here that they increased substantially for that 
reason... Our loans to. co-operatives fluctuate 
very; very widely, ;depending.on-thestime of the year, 
depending on who is doing the borrowing and there 
is no substantial increase certainly that could be 
attributed to the tight money policy. 

COMMISSIONER BROWN: . I do not quite 
understand, You said depending on who is doing the 
borrowing, 

MR, JOHNSON: Yes, in the Saskatchewan 
Co-operative Credit Society we loan our available 
funds to credit unions, consumer and producer 
co-operatives and we also do all the short-term 
financing for the Federated Co-operative which is . 
a wholesale for our consumer co-operatives in the 
province of Saskatchewan except the amounts which 
they secure from the sale of Securities. We do all 


the short-term financing for them and their require- 
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Terente, Ontarie 
ments fluctuate very widely. 

COMMTSSTONER BROWN: If you could not 
meet their requirements they woulc borrow somewhere 
else? 

MR. JOHNSON: No question of that, sir, 
because they do all their borrowing from us, 

COMMISSTONER BROWN: I thought you just 
indicated that the Federated Co-op did borrow elsewhere? 

MR. JOHNSON: No they do not. I am sorry 


if I left that impression. 


COMMISSIONER BROWN: It was my misunder- 
standing. 

THE CHATRMAN: What about your line of 
credit with the chartered banks? Was that affected 
at all during the tight money period? 

MR. JOHNSON: It appears that our borrowings 
from the banks in late 1959, in October of 1959, were 
at a fairly high level. However, in November and 
December of that year it was down to almost nil, 

I have not got the breakdown of the actual borrowings 
by member organizations of that period. In September 
we owed the bank $3 million, in October we owed them 
$4 million, in November we owed them $100,000, I 
don't know just what that means. 

I cannot feel that this indicates that 
this was affected in any way by our PenuLrénenty 
for funds because of a tight money policy. 

THE CHAIRMAN: I was just wondering whether 
the bank was not able to continue such a general 


line of credit as a result of the tight money policy 
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Terente, Ontaric 
and whether that was reflected in your operations 
as it might have been in the case of all sorts of 
other borrowers. Have you the figures following 
that? That is 1959, 
MR. JOHNSON: Yes. 


THE CHAIRMAN: Have you got the 1960 figures 


there? 

MR, JOHNSON: Yes, I have the 1960 figures 
here, 

THE CHAIRMAN: Was there an increase? 

MR. JOHNSON: They indicate that our 
borrowings from January, 1960 on through the year 
were in the neighbourhood of, except in two months, 
considerably under $1 million. 


COMMISSIONER MACKINTOSH: What has been 


the trend in 1961? 

MR. JOHNSON: The trend in 1961 for most 
of the year is that our borrowings are rather small 
in relation to our line of credit. When I say 
"small" the average borrowings are about $ 1 million 
at each month end. 

COMMYSSTONER BROWN: How about borrowings 
from other than the banks, street borrowings? 

MR. JOHNSON: We do not do any street 
borrowing. 

COMMISSIONER BROWN: You do not do any 
borrowing except from the chartered banks? 

MR. JOHNSON: We have two sources, sir, 
of funds not from banks. One is the Saskatchewan 


Provincial Treasury who make a certain sum of money 
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Terento, Ontaric 
available to us on a day-to-day basis and the 
Saskatchewan Government Insurance Office with whom 
we have a similar arrangement that makes certain sums 
of money available to us on a day-to-day basis. 

COMMISSIONER BROWN: Is this a regular 
line of credit? Do you know how much you can get 
and at what sort of interest rate? 

MR. JOHNSON: We never know for certain 
how much of that money we are going to have from 
day to day because of the requirements of the 
Provincial Treasury. 


COMMISSIONER BROWN: How high does it 


get? 

MR. JOHNSON: $3 million is the maximum, 

COMMISSIONER BROWN: Do you go up to this 
Limit? 

MR, JOHNSON: We do go up to that limit, 
yes. 


COMMISSIONER BROWN: Was this the means 
by which you paid off the bank loan? Have you got 
the figures to show whether that went up at that 
time when the bank loan got down to $100,000? 

MR. JOHNSON: Yes, I have the figures, sir. 
We find that at the time, in October, 1959, we had 
borrowings from these two sources of $1,925,000. 
In August of that year we had borrowings from that 
source of $3,950,000, 

COMMISSTONER BROWN: So that went down 
at the same time your bank loan went down? 


MR. JOHNSON: No, it went up. In November 
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1 of that year we find that our borrowings from sources 
2 other than the bank were $3,550,000. 

3 COMMISSIONER BROWN: That is how you 

4 were able to reduce your bank loan? 

5 MR. JOHNSON: Yes, this is right. 

6 COMMISSIONER BROWN: What sort of interest 
7 do you pay on that? 

8 MR. JOHNSON: It has been fluctuating 

9 over the years depending on the price of money on 

10 the market but at the present time we are paying an 
11 average of 4 per cent. 

12 COMMISSIONER BROWN: Is it related to the 
13 bank rate or how is it arrived at? 

14 MR. JOHNSON: [tts very loosely related to 
15 the bank rate, sir. It is negotiated yearly. 

16 COMMISSIONER BROWN: It does not change 

17 during the year? 

18 MR, JOHNSON: No, it does not change during 
19 the year. This is done by Onvepsitn—toune ite six; 

20 by the Provincial Government and this Order+in-Council 
21 is renewed each year. 

22 COMMISSIONER BROWN: And the rate: does 

23 not fluctuate during the year? 


MR. JOHNSON: No. 

COMMISSIONER BROWN: And any other 
requirements that you have you borrow from the banks 
for the rest of your requirements? 

MR. JOHNSON: That is right. 


COMMISSIONER MACKINTOSH: Might I ask 


you what occasioned your communication to the local 
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Credit unions informing them that money was tight? 
Was this just a general public attitude or had you 
already felt that money was tight and felt you needed 
to fend off an increase in loans? 

MR. JOHNSON: When we were advised, sir, 
by our banks that certain restrictions were being 
placed on the banks for the loaning of money we’ 
wrote a letter to all our credit unions advising them 
that they could expect certain restrictions to be 
placed on the Society and that these restrictions 
would necessarily have to be passed on to the credit 
unions, At the same time in this letter we advised 
them to use judiciously the funds they had at their 
disposal for the use o& their present members. 

COMMISSIONER MACKINTOSH: In other words 
just an extension of the communication from the 
Bank of Canada and the chartered banks? 

MR, JOHNSON: Yes. 

COMMISSTONER MACKINTOSH: Thank you. 

COMMISSIONER LEMAN: Again in the report 
of the Credit Society on page 16 there are some 
interesting graphs there showing a quite steady 
growth in share capital but the line on loans granted 
is more broken, There is no evidence in 1956 that 
loans granted would have been reduced at any point 
but between 1957 and 1959 there is a fairly serious 
jog there. While we see the graph on share capital, 
we do not see a graph on deposits. 

MR. JOHNSON: We eliminated that from the 


report this year for space purposes. We have had it 
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in other years, 

COMMISSIONER LEMAN: Well, that is another 
facet of what tight money might have done. Did you 
ever see a period of accentuated withdrawals or 
anything of that sort? 

MR, JOHNSON: In explanation of this 
broken line, sir, in the loans granted graph these 
fluctuations downward are almost entirely due to 
reduced borrowings by the Federated Co-operatives 
for these periods. 

COMMISSTONER LEMANs They seem to be over 
periods of two years? 

MR, JOHNSON: Yes, there is a decline 
for a two-year period and another decline for another 
two-year period. This depends on the type of 
programme that Federated Co-operatives have and 
the sale of securities. 

COMMISSIONER GIBSON: Mr. Chairman, may 
I ask a few questions about loans? These are loans 
of the union itself. Earlier on you explained a 
little about the experience with loans. Would you 
give us some idea as to the trend? It is clear from 
the analysis that the loans ina farm community 
for purposes of equipment and buildings and that 
sort of thing are a very sizeable amount and still 
appear to be increasing. What about your consumer. 
loans, personal loans, if you like? Would you say 
something about the trend there, the trend on the 
loans to farmers? 


MR. CHARBONNEAU: Firstly, sir, the trend 
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is certainly -- in proportion to the loaning 
money available the consumer loans, I think, are 
generally -- the percentage is Staying fairly level 
except for the fact that as we have more money 
available there are more consumer loans being made. 

COMMISSIONER GIBSON: By "consumer loans" 
we are talking about the same thing, are we -- 
automobile, personal finance, ete,? 

MR, CHARBONNEAU? *. Yes) We'also consider 
in this category the loanine for used farn machinery. 
This is also considered in our categories as a type 
of consumer loan and the trend is that the credit 
unions are attempting to make more of these loans. 
However, in order for the amount to accelerate at 
the same rate as our available money we have to 
increase the number of loans a great deal. Now, they 
are increasing in number. However, in amount it 
does not show an appreciable increase, 

COMMISSIONER GIBSON: Is partly the reason 
for this that you have such a large proportion of 
rural unions which are in effect servicing farmers? 

MR. CHARBONNEAU: That is right. 

COMMISSIONER GIBSON: So in looking ahead 
one of the principal factors here would be how 
much you grow in the urban areas determining whether 
that percentage would change much? 

MR. CHARBONNEAU: I think this is a fair 
statement. 

COMMISSIONER GIBSON: What about your 


interest rate structure? The government report shows 
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quite a wide variation in interest rates, as I 
recollect it, and I suppose this reflects the fact 
that most of your loans are of the somewhat larger 
type rather than the small household loans? In 
other words, you seem to make a good many loans 
around the rate of 6 per cent or 7 per cent, and 
not so many as the other credit unions at the 1 per 
cent per month basis, which I take it would apply 
mainly to the personal loans, would it? 

MR. CHARBONNEAU: I think it is fair to 
Say that most of the rural community credit unions 
charge rates varying between 6 per cent and 9 per 
cent. The rate of 1 per cent per month is found 
predominantly in the industrial and associational 
type credit union, 

COMMISSIONER GIBSON: And loans to 
farmers for land and equipment and that sort of 
thing -- these are usually 6, 7, 8 and 9 per cent? 

MR. CHARBONNEAU: That is right. 

COMMISSIONER GIBSON: What would cause 
the variation there? Would there be variation in 
the kind of risk or between the credit unions? 

MR. CHARBONNEAU: It varies between credit 
unions, and the basis for a credit union is to operate 
at an interest rate that will give them sufficient 
money to pay back a reasonable return to the share- 
holders and, of course, in some smaller communities 
where the loaning volume may be less, they could 
find, because of circumstances, they have to run at 
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1 area, because of the larger volume, can loan at 
2 (per cent. or 7) per cent. .This is determined by 
3 the individual credit union. 
4 COMMISSIONER GIBSON: Efficiency in 
5 operation has a lot to do with it. I. notice there 
6 is a lot of variation in the loan rebates: A lot 
7 of the credit unions don't seem to give many, and 
8 Some do. Would it be true in these rural unions 
9 there are not many rebates? 
10 MR, CHARBONNEAU: Yes, the predominance 
11 of rebates are in the credit. unions that charge the 
12 1 per cent per month or a comparable rate varying 
13 from 3/4 of 1 per cent to 1 per cent. I think an 
14 analysis would show that the majority of the 
15 interest rebates are in this type of credit union. 
16 COMMISSIONER BROWN: In paragraph 43 of 
17 your brief you refer to the fact that the Credit 
18 Union Act provides that no loan be made to finance 
19 operations of a businessman who is a member if his 
20 assets before the loan is made exceed $100,000. 
21 We have been told as we go across that the economic 
22 size of farms is increasing, and the minimum is 
23 where the assets are going to run around $50,000. 
24 So, presumably, there are farmers with assets of 
25 more than $100,000 who would " members of a credit 
26 union, Why is there this differentiation. between 
27 the farmer who may have assets of $100,000 and the 
28 businessman who may have assets of $100,000. 
29 MR. CHARBONNEAU: This probably could be 


30 very inaccurate -- I hope not -- but in Saskatchewan 
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1 I have some doubts. I know there would be some 

2 farmers, with assets in excess of $100,000. TI. 

3 would say that certainly the large preponderance 

4 of farmers in Saskatchewan would have assets of less 
5 than $100,000, and I think we would find it is the 
6 Smaller farmer who makes the more use of ciereedit 
7 union, and I think we can say we don't have a large 
8 preponderance of large farmers who would utilize the 
9 credit unions for borrowing purposes, 

10 COMMISSIONER BROWN: I was trying to 

11 get the philosophy behind this restriction. 

12 MR. NEVILLE: I think in my position, 

13 and in my practice as a solicitor, I have very few 
14 farmers who have to pay estate tax on their estate. 
15 MR. JOHNSON: May I suggest the philosophy 
16 here, sir, is largely due to the rural development 
17 of our credit unions. Our credit unions were 

18 developed in farming communities, and I think the 
19 trend still is to think of credit unions as being 
20 largely a rural type credit union serving the 

21 farming Wrenn Thies ee real ae ee 

22 behind this, and we never quite got away from it. 
23 COMMISSIONER BROWN: Have you ever 

24 found this inhibited your operations at all ~- this 
25 restriction? 

26 MR, NEVILLE: That is, the restriction on. 
27 businessmen? 

28 COMMISSIONER BROWN: Yes, 

29 MR. CHARBONNEAU: May I say that the 

30 philosophy of the credit union in its proper sense 
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was mainly to take care of the naéasi6fathe individual 
credit union member, and although in some cases 
credit unions do deal with business people it has 
never been the theory or the philosophy that the 
credit union should go into the business loans 
per se. These mainly are -- the business term, 
a eee would be, one-man or one-horse operations -- 
an individual businessman who may operate a small 
Store or a small machine Shop.or something of this 
nature in a community. Mainly the credit uniors in 
having this in the Act are making it possible to deal 
with this person as an individual Pere ieee he may 
Own a business, and we have found in enue lane eis 
that there are very few businessmen in our small 
communities that would have assets of $100,000, 
Of course, our Act does not permit credit unions to 
deal with corporations. They are mainly businesses 
of one or two partnerships -- of this nature. 
COMMISSIONER BROWN: <A businessman with 
this type of assets would probably get his financing 
elsewhere? 
MR. CHARBONNEAU: Oh, very definitely. 
COMMISSIONER BROWN: I was trying to find 
out what the philosophy was behind it.. One thing 
I noticed was, in the Credit Society, the credit 
committee reviewed 1900 odd loans at 32 meetings; 
it is on page 3. What sort of opportunity do you 
have to evaluate these loans -- because this works 
out at about 60 per meeting. 


MR. JOHNSON:. This picture is. just a little 
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bit distorted from that point of view, sir. 

COMMISSIONER BROWN: That is the trouble 
With statistics. 

MR, JOHNSON: Yes. In making loans to 
credit unions -- and there are a large number of 
them -- where share capital in the Credit Society 
is offered as security, management has authority 
to make those loans without reference to the credit 
committee and then report them to the credit 
committee periodically. These are fully secured 
loans, of course. We have the shares in the 
Credit Society as security, and there is no possibility 
of any losses, In making loans to co-operative 
associations we make several types of loans , of 
course. We set a line of credit for a co-operative 
organization, for inventory financing, perhaps, 
and they will draw on that line of credit from time 
to time during the year, and every transaction is 
considered on our records as @ loan. In dealing 
again with other types of loans, that is, loans for 
expansion purposes, loans where we take mortgages, 
each and every one of these is carefully considered 
by the credit committee. This is how we are able 
to say that the credit committee has considered all 
these loans. They have actually considered them, 
although some of them actually have not had the 
careful consideration that an individual mortgage 
loan would have. 

COMMISSIONER BROWN: So a lot of those 


would just be coming out of a line of credit 
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established? 

MR. JOHNSON: Yes, This is particularly 
true of our large borrower -- the wholesaler, where 
they establish a very substantial line of eredit 
with us and borrow throughout the year, and each 
one of these seaunachtendeeeetie records is 
considered a loan. 

COMMISSIONER BROWN: Yes; your wholesale 
loans are, per loan, far greater than any other type? 

MR. JOHNSON: That is right. 

THE CHAIRMAN: We will now go on to 
liabilities. 

COMMISSIONER LEMAN: I would like to ask 
a question just to understand what these gentlemen 
think the significance might be of the large increase 
in percentage of total assets that deposits represented 
in 1961 -- that increased considerably. Have you 
some idea why that happens? I think we Pouches on 
it a little earlier, but we didn't really exhaust 
the point. 

MR, CHARBONNEAU: You are asking our 
opinion as to why the deposits have increased?,. 

COMMISSIONER LEMAN: As a percentage/ 

MR. CHARBONNEAU: As a percentage? 

COMMISSIONER LEMAN: Yes. 

MR, CHARBONNEAU: I think it is safe to. 
say that the main reason is that last year 
Saskatchewan suffered from quite a drought situation, 
and the availability of money and so on -- the farmers 


could see their wheat piles were dwindling, and as thei 
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1 Sale of wheat and so on was being made they were 

2 more prone to deposit money in their credit union 

3 knowing they would be needing some of those funds in 

4 the spring for seeding and for the continuation of 

5 their operation, I think many of the deposit funds 

6 that we have accumulated, particularly this last 

7 year, are strictly a term deposit. In other words, 

8 I don't feel they have sufficient money to invest. 

9 They know they are going to need this money, and 

10 they are leaving it there awaiting the need to dispose 
11 of it. 

12 COMMISSIONER LEMAN: It is generally 

13 accepted that share investment is withdrawable too? 

14 MR. CHARBONNEAU: Yes. 

15 COMMISSIONER LEMAN: But is this notice 

16 to a union when it comes in the form of deposit rather 
17 than share investment -- do you take it as notice 

18 it will stick less? 

19 MR. CHARBONNEAU: We take it certainly 

20 that when a member deposits money in a deposit account 
21 that this is what we term a call or demand money and 
22 that it is withdrawable and that the member is leaving 
23 it there strictly for a short-term period. We don't 
24 know to what extent deposits may or may not drop 

25 in the spring as the money situation develops. We 

26 have found there is a great turn-over in the deposit 
27 accounts, but looking at the average deposits in the 

28 credit union they seem to -- well, one replaces the 

29 other. We have not noticed an appreciable fluctuation 
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30 in the total amount. This may happen in the spring, 
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as I have pointed out. We may find the trend may 


not be true. We may find there will be a fairly 
substantial drop in those deposits. 

COMMISSIONER MacKEEN: A depositor can 
Withdraw the total deposit under all conditions, 
or is he restricted; asin some provinces, to.75 
per cent? 

MR. CHARBONNEAU: No, a depositor may 
withdraw in full any amount he has on deposit. 

COMMISSIONER MacKEEN: And the shares 
as well -- the amount of the shares? 

MR. CHARBONNEAU: Yes. In the event that 
there was a total withdrawal, there are stipulations 
in the Act that the credit union may require a notice 
from the members of 90 days for the withdrawal of 
Shares. This is a safeguard and a stipulation in the 
Act that we have found in practice has never had 
to be enforced. 

COMMTSSIONER MacKEEN: And there is 
nothing on deposits? 

MR, CHARBONNEAU: I stand to be corrected: 
I think we do have a stipulation that the board 
may require a 30-day notice on deposits, but again 
this has never been enforced. 

COMMISSIONER LEMAN;: Would you say as 
the proportion of deposits to total money available 
to the credit union -- that therefore the liquidity 
reserve position would tend to be increased if more 


of the money was in the form of deposits than in 


shares? 
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MR. CHARBONNEAU: Yes, the liquidity 
position would. 

COMMISSIONER LEMAN: Is there a mathematical 
formula? Is this Systematic, or just a matter a 
Judgment as you go along? 

MR. CHARBONNEAU: The liquidity requirements 
are Stipulated in our Act in that a credit union 
which has a negotiable order system must at all times 
maintain 20 per cent of its combined shares and 
deposits in a liquid form up to $1 million, and 
after $1 million it drops to 15 per cent. In the 
credit union that does not have a negotiable order 
System, they must have a diquidity position of 10 
per cent. 

COMMISSIONER LEMAN: But this mathematical 
formula is more related to the checking privilege 
than which proportion is deposits as against share 
capital? 

MR. CHARBONNEAU: Yes. 

COMMISSIONER LEMAN: You don't know of 
any mathematical formula for liquidity reserves 
related to changes in the proportion of deposits? 

MR. CHARBONNEAU: No. 

COMMISSIONER LEMAN: Really what I am 
trying to clarify here is this: What happened in 
Saskatchewan in 1961 for this system as such could: 
be assimilated to a tight money situation, couldn't 
it? Money was tight because, as you say, the resources 
of the farmers -- they could see their cash resources 


going down due a bad crop etc., and that had the 
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1 tendency to keep more money in deposits rather than 

2 in shares -- less permanent investment -- and it 

3 @id lead to withdrawals as the season advanced? 

4 MR. CHARBONNEAU: Yes, 

5 COMMISSIONER LEMAN: So, in a tight. money 

6 situation did you see any such same trend when, 

7) instead of having a very localized shortage of money 

8 at. that time, you have the same thing on a national 

9 basis? 

10 MR. CHARBONNEAU: The. same thing on a 

11 provincial basis? 

12 COMMISSIONER LEMAN: Or on a national 

13 basis. 

14 WR. CHARBONNEAU:  We.did not. 

15 Mr, Chairman, I think Commissioner Leman 

16 raised the question a while ago with regard to 

17 deposits in the Credit Society.. I. have a Sheet here 

18 now that gives some indication as-to the trend of 

19 deposits during.this period. I have finally found 

20 it. We find that the deposits in the Credit Society 
4 tended to increase from.1955.to 1961 consistently 

22 ies each year. I will give you the figures for 

23 1959. I can give the Secretary this information when 


we are through. We had in 1958 $182 million deposited 
and $180 million.withdrawn, -during that year. 

During 1959 we had $242 million deposited 
and $242 million withdrawn. 

In 1960 we had. $322 million deposited 
and $322 million withdrawn. I am just giving round 


figures. 
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COMMISSIONER BROWN: Is this in Central? 
MR, JOHNSON: This is in Central, yes. 
COMMISSIONER BROWN: Do all these branches 
clear through Central? 
MR. JOHNSON: Yes, all those that have >-- 
well, the credit unions, sir, all have current 


accounts with Central. They deposit a good deal of 


their temporary surplus funds in their deposit accounts 
in the Central. 

COMMISSIONER BROWN: Let us use the word 
"eheque” as &OMhioid Gore Bx 

MR. JOHNSON: We are not allowed to, sir, 

COMMISSTONER BROWN: We will use it. 

You use the other. And all cheques are cleared throuch 
Central? 

MR, JOHNSON: They are, sir. 

COMMISSIONER BROWN: Would this apply to 
a cheque which is drawn on a credit union and re- 
deposited in the same union? 

MR. JOHNSON: No. The arrangement under 
the schedule which we negotiated with the banks 
several years ago is that every credit union that is 
operating a negotiable order system is required to 
carry a current account with the local bank on which 
all orders that are drawn at the local level are 
deposited for the account of the credit union and 
charged to the account of the credit union, Only 
cheques that find themselves out of the local 
community or negotiable orders, I should say, that 


find themselves out of the local community are cleared 
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chrough ethe Central. 

COMMISSTLONER BROWN: So that.while this 
Gives a fairly complete picture of the clearings 
it does not give the total picture? 

MR, JOHNSON: It. does. not give a picture 
of the clearings that are done at the local. level. 

COMMISSIONER BROWN: In 1961 there was 
$384 million deposited and $382 million withdrawn. 

MR.- JOHNSON: Yes, this is the deposited 
capital in our deposit account during this period. 

COMMISSIONER BROWN: The total of credit 
union deposits at the end of the year. was. something 
in the region of $13.9 million and the ordinary 
deposits in your Central were $6.8 million so that 
is a total of just over $20 million at the end of 
1961 and the total. clearings were $384 million. I 
am using several sources for this information, 

MR. +GQHNSONs On space, 5 OF QU report 
I think you will find a picture of :this Central 
clearing volume. 

COMMISSIONER BROWN: That is right. 

MR. JOHNSON: Which gives the figures 
relating to the items cleared to the Society by 
the banks, the items cleared to the banks by the 
Society and then a breakdown of the various types of 
items. 

COMMISSIONER BROWN: This gives a total in 
and out of about $400 million? 

MR, JOHNSON: Yes. 


COMMISSIONER BROWN: This does therefore 
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1 indicate a turnover of about 20 times. 

: MR. JOHNSON: I have never figured it 

3 out; sir, 

. COMMISSIONER BROWN: Well, if the end of 
a the year is roughly $20 million and you are clearing 
6 $400 million -- and this would not include local 

7 clearings? 

8 MR, JOHNSON: It would not include the 

9 local clearings, 

10 COMMISSIONER BROWN: So it woulé probably 
11 be more than 20 times, 

12 MR. JOHNSON: Perhaps Mr. Tendler would 
13 care to comment on that. He is very close to this 


14 whole picture, 


15 MR, TENDLER: Sir, I would not want to 

16 Sugsest how many more timesover 20 but we must consider 
17 two other factors, Firstly, the one that you 

18 mentioned that the local credit union items negotiated 
19 within that credit union which are charged to the 

20 members! accounts but in additton a great number of 

21 the credit unions who have negotiable order privilegses 
22 are situated in a town where a chartered bank is 

23 represented and carry an account with the chartered 

24 bank. And all those credit untons clearings in that are 
25 with the chartered bank or banks,are cleared there 

26 without going into the credit union so that ts another 
27 factor which adds a tremendous volume. 

28 You mentioned this figure from $20 million 
29 to $30 million, These two factors are very important. 


30 In fact it might be higher. We have no way of guessing 
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1 how much, referring to the number of times, we have 

2 but I would think some credit unions would have more 
2 items cleared locally, that is, items from the local 
4 branch of the chartered bank, probably two or three 

5 times more than the items we have. 

6 COMMISSIONER MACKINTOSH: It must be a 

7 very lively account, 

8 MR, CHARBONNEAU: I am speaking from 

9 experience of my local credit union which is a fairly 
10 large union. I think the information Mr. Tendler 

11 has related I think would also be pretty well true 

12 that where there is a credit union situated in the 

13 Same town where there is a chartered bank that the 

14 volume of clearings would at least be equal in the 

15 bank to what there is through: the Credit es 

16 COMMISSIONER LEMAN: For the record, 

i7 because we will read the record later and we have got 
18 to understand it -- I would like to get something a 
19 little clearer here. In the figures about deposits 
20 and withdrawals in the table which you gave here you 
7A were not referring specifically to the checking 

22 system? 

23 MR. JOHNSON: No, I was not. Remember 

24 that there are 160 credit unions in the province 
25 approximately that are using negotiable orders. There 
26 are over 100 more who have no negotiable order system 
27 but also contribute to our deposit accounts. 
28 MR, TENDLER: In our deposit accounts we 
29 have a number of co-operative organizations, including 


30 two insurance companies and the Federated Co-operative 
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1 Wholesale. The Federated Co-operative Wholesale's 
2 volume would account for possibly $100 million of that. 
3 THE CHAIRMAN: Anything further on 
4 liability? 
5 COMMISSIONER LEMAN: This may be a detail 
6 but what is the significance of the legal restriction 
7 for permitting a checking System only in unions that 
8 have share capital in excess oe $100,000? Why is 
9 that? 
10 MR. CHARBONNEAU: Well, this is, sir, more 
11 of an operational basis in that the registrar has 
12 the prerogative of issuing or turning down a negotiable 
13 order request and the figure $100,000 is a median 
14 figure in that most credit unions with assets of 
15 $100,000 are capable of employing full-time personnel 
16 and this is the reason that the registrar is very 
17 careful to not allow a negotiable order system in 
18 a credit union who may at a later date because of 
19 part-time employment or not being capable of managing 
20 the thing get depositors and the credit union into 
21 difficulties and the $100,000 is rather a median 
22 figure because it is felt that a credit union of this 


23 size ordinarily is capable of hiring personnel full- 
oma and the other factor is that in allowing a 
negotiable order system the main reason is to give the 
full service to members. We do not feel it wise 

or judicious to allow a credit union to operate this 
type of service if they are not going to be able 

to give their members the service they are asking 


for at least comparable to what they can get anywhere 
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else, 
THE CHAIRMAN: We shall now adjourn and 


resume at 2.15 P.M, 


~--(At12.15 P.M. the hearing adjourned until 
Ea PLEA) 
--- On resuming at 2.15 P.M. 
THE CHAIRMAN: The hearing Selec 
resume. 

COMMISSIONER LEMAN;: If we might cover 
briefly one section of the presentation before us, 
could you tell us what is the proportion of savings 
that are insured under the life insurance system 
now in the organization? 

MR. CHARBONNEAU; Well, we don't have 
the exact statistical breakdown of the actual 
proportion of the shares that are insured, except 
to state the maximum of insurance carried by a 
credit union is optional in that a credit union may 
choose to insure up to $1,000 of share capital per 
member or $2,000. We do know that there are only 
Six or seven credit unions out of the total 280 
that do not carry insurance, but as to the actual 
amount of shares that are covered by insurance, we 
don't have the statistical breakdown. 

COMMISSIONER LEMAN: You are not prepared 
to make a guess? , 

MR. CHARBONNEAU: I don't think it would 
be accurate, so I hedge to make a gucss at this stage. 


COMMISSIONER LEMAN: There is no insurance 
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of deposits, is there? 

MR. CHARBONNEAU:-. No, there is no credit 
life insurance on deposits as such, 

COMMISSIONER GIBSON: On the subject of 
rates of dividend, I see your most common rate of 
dividend is 3 per cent, and I suppose the average 
would work out not very far from that? 

MR. CHARBONNEAU: Yes, the average works 
out just a little higher than the 3 per cent, but 
very, very slightly. 

COMMISSIONER GIBSON: This would be higher 
perhaps in some of the urban ones where you have higher 
interest rates on loans, and lower in some of the 
‘yural ones, 

MR, CHARBONNEAU: Yes, the credit unions 
that charge a higher interest rate on loans are 
therefore able to return a higher return on shares 
invested, and this is exactly so. 

COMMISSIONER GIBSON: I notice in this 
government report it states that the insurance which 
amounts to 123 per cent -- I suppose this is in 1960 -- 
of gross revenue, and dividends on shares to about 
26 per cent gross revenue: This is presumably for 
all the credit unions, as I read it. Now, that woulda 
mean reasonably that insurance was equivalent to 
about another 1 per cent as a rate of anberases 
MR. CHARBONNEAU: The cost of insurance? 
COMMISSIONER GIBSON: Yes, 

MR. CHARBONNEAU: Yes, roughly it would 


be 1 per cent, both the cost of loan and life savings 
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insurance. 

COMMISSIONER GIBSON: So that ona 
competitive basis you might say on the average you are 
counting in the cost of insurance at the average rate 
of 4 per cent that you are paying on shares -- including 


the cost of insurance? 


MR. CHARBONNEAU: I am just trying to get 


COMMISSIONER GIBSON: We got 3 per cent -- 
a little over 3 per cent in actual dividends? 

MR. CHARBONNEAU: Yes. 

COMMISSIONER GIBSON: Plus the cost of 


insurance, which looks something like 1 per cent -- 


if you do it that way? 


MR. CHARBONNEAU: If you were to figure 
the insurance on the basis of an additional interest, 
if*the insurance was not provided. 

COMMISSIONER GIBSON: Yes. I was thinking 
of what you might call a competitive interest rate 
that you are offering for shares. 

MR. CHARBONNEAU: TI See. 

COMMISSIONER GIBSON: I'am thinking of 
the terms and opportunities people would have to use 
the money. 

MR. CHARBONNEAU: Yes. 

COMMISSIONER BROWN: As I cienthane LS; 
the shareholders pay income tax on the just over 3 
percent that they receive on their shares -- on their 
dividends -- the individual pays income tax? 


MR. CHARBONNEAU: Oh, yes. The dividends 
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credited to a credit union member are Subject to 
the same income tax regulations as would be on any 
other type of investment. They have to report it. 

COMMISSIONER BROWN: He gets insurance 
in addition to this? 

MR. CHARBONNEAU: Yes. 

COMMISSIONER BROWN: Does he pay income 
tax on the value of that insurance? 

MR. CHARBONNEAU: No, because- the insurance 
is paid out of the earnings of the credit atten before 
the allocation of dividends. 

COMMISSIONER BROWN: But he is getting the 
benefit on which he is not paying income tax? 

MR, CHARBONNEAU: Yes, I guess we would 
have to say that this is included in the service, 
and there are no regulations covering this at the 
present time. 

COMMISSTONER LEMAN: Is it looked upon 
ama bencfit fornthe’ unions, or primarily for the 
eréedit unions? 

MR. CHARBONNEAU: No, the insurance was 
not started by credit’ unions ‘as a benefit to the 
credit union. The whole basis for the life savings 
insurance feature in the first place was an incentive 
for the small saver to accumulate a savings up to 
$1,000 or $2,000. It was an incentive UH Savings, 
This was the whole basis of life savings insurance, 

COMMISSIONER LEMAN: But it does help 


protect the union too? 


MR. CHARBONNEAU: In life savings insurance 
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it doesn't really protect the credit union, because 
the credit union does not accrue any direct benefit 
from it. 

MR. NEVILLE: It is not in the same 
category as insurance of loans. 

MR. CHARBONNEAU: The loan insurance is 
a definite protection for a credit union because it 
is insuring a loan that is owing to the credit union, 
and should something happen -- in the event of death -- 
then the credit union is assured repayment of the loan, 
But in the matter of life savings, it is strictly an 
incentive for life savings. 

COMMISSIONER MACKINTOSH: The shareholder 
would get 20 per cent tax allowance just as a share- 
holder in a corporation? 

MR, NEVILLE: No, I don't believe he would. 

COMMISSIONER BROWN: Because it is not 
from a corporation that has been subject to income 
tax. 

COMMISSIONER MACKINTOSH: Oh, I see. 

COMMISSIONER BROWN: When you come to 
the end of the year and you divide up the unallocated 
surplus, which is available to be divided up between 
four different categories -- dividends to shares, 
interest on deposits, rebates of interest paid, 
and carried forward to surplus -- what sort of policy 
is used to divide this up? 

MR. CHARBONNEAU: The allocation of the 
earnings is wholly the prerogative of membership. 


The distribution of the earnings must be approved 
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Toronto, Ontario 
by an annual meeting. 

COMMISSIONER BROWN: I understand that, 
but is there some principle or philosophy behind 
the basis on which the division is made, or.is each 
one purely ad hoc? 

MR. CHARBONNEAU: The underlying philosophy 
is that the credit union is trying to operate its 
financial operations at cost to the members, and 
they will have so much earnings, deduct their 
operational costs, and will allocate the surplus, 
and this may be allocated in different manners. Some 
credit unions may choose to vay a patronage refund 
to the borrower, and some may not. This is the 
prerogative of the annual meeting, 

COMMISSIONER BROWN: Yes, I understand 
that, but I wanted to find out whether there was-a 
philosophy behind this division at all? 

MR. CHARBONNEAU: No, I don't think. there 
is a philosophy that breaks down the division, The 
overlying philosophy is that it is business at cost, 
and they will return the surplus ‘to members. As to 
the type of return;tus ‘s).determined bythe -members: 
They may choose to pay a higher dividend on shares, 
or-an interest on deposits, or may choose to return 
a patronage refund, 

COMMISSIONER BROWN: It depends whether 
the borrowers attend the annual meeting or the 
depositors? 

MR, CHARBONNEAU: This could be so, 


but I think what happens in actual practice is that 
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Terente, Ontarie 
1 there is a recommendation made by the board of 
2 directors, who have studied the operations of the 
3 credit union, and at the annual meeting they are in 
4 a position to recommend to the membership that, 
a in their opinion, after studying the operation, the 
6 wise disposition of the money would be as follows. 
7 COMMISSIONER BROWN: I notice the number 
8 of loans relative to the number of members varies 
9 considerably in the different credit unions. In 
10 large ones it seems to run about one to three. In 
11 some of them there seems to be more loans than members 
12 during the course of a year, 
13 MR. CHARBONNEAU: TI see, yes. 
14 COMMISSIONER BROWN: It depends on which 
15 there are most of -- the allocation? Is that it? 
16 MR. CHARBONNEAU: In some cases this could 
17 be so. However, I think the trend has been that the 
18 eredit unions that are situated in urban centres, 
19 that are charging the higher interest rates on loans, 
20 will choose to return puanieeraaaes refunds in order 
21 to bring the actual cost of the loan down pretty well 
22 in line with what the other credit unions are doing, 
23 COMMISSIONER BROWN: There is no pattern, 
24 then? 
25 MR. CHARBONNEAU: No. In practice this 
26 is what happens. 
27 COMMISSIONER GIBSON: It is more normally 
28 applied on the loan than on the dividends since you 
29 have already voted the rate of dividend? 


30 MR. CHARBONNEAU: That is right. 
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Terente, Ontario 
1 COMMISSIONER GIBSON: You do the two 
2 things at the same time -- vote the dividend and 
3 decide on the amount to go back? 
4 MR. CHARBONNEAU: Yes. 
5 COMMISSTONER LEMAN: Should we adéeress 
6 questions on the Trust Company to Mr. Wagner? 
7 MR. CHARBONNEAU: Yes, primarily Mr. Wagner. 
8 COMMISSIONER LEMAN: Is my understanding 
9 right that the Trust Company was founded on the 
10 initiative partly of the credit union system in 
11 Saskatchewan? 
12 MR, WAGNER: That is correct. 
13 COMMISSIONER LEMAN: And it got a special 
14 charter and, as I see it, its powers of investment 
15 are much wider than those of other trust companies, 
16 or any trust. company in Saskatchewan; is that so? 
17 MR. WAGNER: That is not my understanding. 
18 COMMISSIONER LEMAN: It is not your 
19 understanding that its investment powers are broader 
20 than those of trust companies in general? 
pal MR. WAGNER: Tf don't think So. 
pt. COMMISSIONER LEMAN: Well, perhaps my 


understanding is wrong. I will have to check on it. 
Could you describe for: us what the purposes of the 
Trust Company were initially when it was founded? 

MR. WAGNER: Well, the initial purposes 
were to make long-term loans to credit union members 
and to give an estate service. 

COMMISSIONER LEMAN: Does it operate outside 


the credit union system? It is not restricted to dealt 
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Terente, Ontaric 
With members, is 1t? 

MR. WAGNER: No, but most of our business 
iS done with members or members of members ;-our 
members are credit unions or co-operatives, anad°in 
order to make a loan to any individual that loan 
1S on the recommendation of his local credit UNnLOn. 
This is for trust loans. We have two kinds of loans: 
Trust loans and loans under the Family Farm Credit 
Act, which we administer for the Government of 
Saskatchewan, 

COMMISSIONER LEMAN: -And that’ mets out 
of the system? 

MR. WAGNER: Oh yes, comnletely. 

COMMISSIONER LEMAN: Outside of the loan 
business, it-has business also'that roes out of the 
system, doesn't it? 

MR: WAGNER: Yos, 

COMMISSTONER LEMAN: Administration of 
estates and - administration of trust Punds -- that 
gets out of the system? 

MR; WAGNER: Yes. 

COMMISSIONER LEMAN: Was that forescen 
when the foundation of the Trust Company came about? 

MR, WAGNER? “I would think’ that’ was 
realized. 

THE CHAIRMAN: Is this Trust Company 
incorporated under a special act? 

MR. WAGNER: Yes. 

THE CHAIRMAN: Not under the ordinary 
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Toronto, Ontaria 
1 MR. WAGNER: No. 
2 THE CHAIRMAN: Are there any special 
3 differences between the provisions of this Act and 
4 the general act applying to corporations of this kind? 
5 Are special powers given that are not in the general 
6 act? 
i MR. WAGNER: I would think they are very 
8 Similar, sir. 
9 COMMISSIONER GIBSON: Is your main problem 
10 in the Trust Company to get enough money for the 
11 long-term loans? I understand you get more of a 
12 demand for them than you have funds to meet? 
13 MR. WAGNER: This has been true up until 
14 the last two or three months. 
15 COMMISSIONER GIBSON: It is not true any 
16 more ? 
17 MR. WAGNER: No, we have had an acceleration 
18 of investment in the last two or three months. 
19 COMMISSIONER GIBSON: That is, investment 
20 on the part of the member credit unions and co-operatives? 
21 MR. WAGNER: Member credit unions, principally. 
De COMMISSIONER GIBSON: In one of the documents| -- 
23 T have forgotten what portion it was -- there was 
24 mention of your trying to raise longer-term money: 
25 Have you been reasonably successful in this way -- 
26 five and ten year money and that sort of thing? 
p41 | MR. WAGNER: Yes. 
28 COMMISSIONER GIBSON: You have been able 
29 to raise that kind of money in the market, or is this 
30 coming from members? 
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Terento, Ontaric 

MR. WAGNER: This is most from members, 

COMMISSIONER GIBSON: Or members of 
members ? 

MR. WAGNER: Yes, and members of members, 
and a little bit from the public. 

COMMISSIONER GIBSON: There is nothing 
to restrict you from raising funds from the public 
in general? 

MR. WAGNER: That is correct. 

COMMISSIONER GIBSON: You have raised funds 
hasevar you" iiked. 

COMMISSIONER BROWN: On the question of the 
difference in the trust companies, if you look it up 
I think you will find a trust company incorporated 
under the Saskatchewan Act is not authorized to take 
securities for the issue of debentures and debenture 
stocks, and that is one place where your Act is quite 
different. There are no trust companies incorporated 
under this Act, in:fact, because they are all in 
other provinces. If the Trust Company was incorporated 
under the Saskatchewan Act, it would be more restricted 
than under your Act. I think that is what the 
question was getting at. 

MR. WAGNER: That could be. I would not 
know. 

COMMISSIONER LEMAN: Are there any 
Saskatchewan incorporated trust companies? Perhaps 
there are none. 

RM. WGNER: I don't know of any, 


COMMISSIONER LEMAN: There are not any, 
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Terente, Ontario 
are there? 
MR. WAGNER: Ido not think so. 
COMMISSIONER BROWN: In your annual 
report you refer to part of an uncollectable loan 
being charged off to the statutory reserve and a 
certain amount being paid by the guarantor. Why 


didn't you ask the guarantor for the whole thing? 


Was this a Special deal that was made? 


MR. WAGNER: This was a special deal, yes. 

COMMISSIONER BROWN: Is this the first time 
this has arisen? 

MR. WAGNER: Yes. 

COMMISSIONER BROWN: You usually have 
no trouble? 

MR. WAGNER: I think this is the only loan 
that was guaranteed by the credit union. 

COMMISSIONER BROWN: Mr.Chairman, I have 
one question also on page 7/7 of ‘the report. I am 
just trying to reconcile some figures. In 1961 you 
show amount approved $1,583,000 and further down 
you show 182 loans having been approved with an 
average of ciel $10,000. That would come to 
$1,838,000. I was wondering which was correct. Was 
the average figure incorrect? 

MR. WAGNER: Well, there is a certain amount 
of lapover. The difference would be in the processing. 

COMMISSIONER BROWN: But these are both 
talking about things approved? 

MR. WAGNER: Yes. 


COMMISSIONER BROWN: One is the amount 
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Terente, Ontario 
approved, $1,588,000. You show 182 applications 
approved, just above that? 

MR. WAGNER: Yes. 

COMMISSIONER: BROWN: .The same figure, 

182, appears farther down as approved by investment 
committee and this is the same 182 and you show an 
average amount of loans approved $10,100? 

MR. WAGNER: This is the average amount 
of loans approved over the entire operation of the 
PAM ytwrs 5 Qweadilt.Act.,5_ Jb, should not be under the 
1961 operations. This was placed for information 
only to give an idea of the average size of the loans 
that have been made to date under the Family Farms 
Credit Act. 

COMMISSIONER BROWN: So the $10,100 does 
not apply to the 182 figure above it? 

MR. WAGNER: Not necessarily. 

COMMISSIONER BROWN: Mr. Chairman, I do 
not want to ask all the questions here but on the 
10-year 5 per cent guaranteed investment certificates 
I gather they may be redeemed at any time. Is this 
redeemed by the owner? 

MR. WAGNER: Yes, 

COMMISSIONER BROWN:. That is, is really 
call money? 

MR. WAGNER: Right. 

COMMISSIONER BROWN: And on the 20-year 
investment certificate is. it redeemed at the original 


issue price or the original price plus an interest 


factor? 
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Terento, Ontario 


MR. WAGNER: The original issue price plus 
an interest factor, 

COMMISSIONER BROWN: What would those 
interest factors be? What is the complete factor if 
you held it at maturity, if you held it at $44.46 
per hundred, if you held it for the 20 years ,what 
is the interest rate? I: haveonot a slide rule handy. 

MR. WAGNER: 43 per cent. 

COMMISSIONER BROWN: A person is better 
off with a 5 per cent 10-year? 

MR. WAGNER: Yes, except he has to 
re-invest his interest and in this other case we do 
it for him, 

COMMISSIONER BROWN: If he cashes it: in 
in the interval what does he get? 

MR. WAGNER: I do not have the prospectus 
with me but I would be glad to supply the ind6#iia tion. 

COMMISSIONER BROWN: I am just curious. 

MR. WAGNER: If you take $41.46 -- 

COMMISSIONER BROWN: $44,46, 

MR. WAGNER: No, $41.46 and compound that 
at 43 per cent it amounts to $100 in 20 years so that 
there is a $3 charge in there. $1.00 of this is 
administrative, that is, charged to the purchaser 
and, $2.00 of that 18 commission on sales. 

| COMMISSIONER BROWN: Who WiokRA get the 
commission? 

MR, WAGNER: The seller gets the $2.00 
and the company gets the remainder. 


COMMISSIONER BROWN: Might this be the 
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Terente, Ontaric 
1 credit union who vets the balance? 
2 MR. WAGNER‘ It could be either ube 
3 credit union or whoever made the sale. 
4 COMMISSIONER BROWN: Can anyone make a sale? 
= MR. WAGNER: I would not say anyone but 
6 we have agents other than credit unions. 
7 COMMISSIONER BROWN: These are licensed 
8 agents, are they? 
9 MR. WAGNER: Yes, 
10 COMMISSTONER LEMAN: Mr. Wagner, what 
11 would you say is the competitive position of the trust 
12 company for the members in getting long-term loans 
13 from it rather than some other available source? 
14 What are the principal factors -- the rate of interest, 
15 the amount of money they can get based on the security 
16 that they can offer or what? 
17 MR. WAGNER: You mean how does our loan 
18 programme compare with other loan programmes? 
19 COMMISSIONER LEMAN: Yes. 
20 MR. WAGNER: I would say there is a reason- 
21 able comparison. Our rate under our Trust Company 
22 loans is 7 per cent including insurance. Our maximum 
23 term is approximately 15 years and there is no limit 
24 to the amount we can loan, It is only limited by 
25 the amount of security that is available. 
26 COMMISSIONER LEMAN: Well, would you say 
27 that in general one of the members who is eligible 
28 for a loan from the Trust Company gets a better deal 
29 from you than he would get from some competitive source 
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Terento, Ontarie 
money he could get for the asset that is used as 
Security or which is the more important factor, would 
you think? 
MR. WAGNER: TI would Say generally we are 
very competitive. Does that give you an answer? 


I want to give you all the information you want, 


COMMISSIONER LEMAN: Do you find people 
are eligible for getting a loan from you that could 
get it from somebody else in any case or does he 
always come to you because the deal you are able to 
make with him is much better than he can get elsewhere? 

MR. WAGNER: It is not much better, in 
my Opinion. Generally speaking our history up to 
date has been that we have allocated money to making 
loans that were requested from us. 

COMMISSIONER LEMAN: How do you allocate your 
funds, that is, if there is more demand than what you 
can supply? 

MR. WAGNER: Well, of course, this is 
always a prime problem in this business. Your invest- 
ments might outstrip your need so you have a shortage 
and a longage, if you like.. We deposit our money 
with our banking institution, the Credit Society 
surplus funds. 

COMMISSIONER LEMAN: As I understand it 
there is more demand for loans than what you feel you 
can supply. Did I understand you correctly? 

MR. WAGNER: That has been the case up 
until this last couple of months. . 


COMMISSIONER LEMAN: I ask you then how do you 
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Terente, Ontaric 
allocate it? Is it on a first-come, first-served basisf 
MR. WAGNER: Oh, yes, first-come, first- 
Served, certainly. 
COMMISSIONER MACKINTOSH: Do I take it from 
your remarks that the drain on your loan fund has 
eased so that the demand is not now outstripping 


your fund -- the easy money policy has permzated to 


that? 

MR, WAGNER: We think, sir, this is a very 
temporary situation . Possibly it might be explained 
in this way, that up until the first of December our 
guaranteed investment certificates had a rate of 
yt per cent and they were not readily redeemable. 

In order to encourage more funds we have issued a 
fuaranteed investment certificate at 5 per cent which 
is redeemable at any time. This has resulted in quite 
a lot of money, somewhere in the neighbourhood of 

$1 million coming in in the last couple of months and 
this has caused our present situation becauSe our 
member credit unions and in turn their members have 
realized that there was not much use of making a demand 
on the Trust Company because they did not have any 
money and it is going to take us a little while to let 
them know that we do have a little now and we have no 
doubt when they do realize this we will again be short 
of loaning funds. | 

COMMISSIONER LEMAN: There is a statement 
on page 5 of the Trust Company Report which says 
that based on a survey of Co-operative Credit Unions 


there would seem to be a demand of the order of 
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Terente, Ontaric 

$28 million in long-term credit in the system? 

MR, WAGNER: That is correct. 

COMMISSIONER LEMAN: And you are far from 
that level yet, are you? 

MR. WAGNER: Oh yes. 

COMMISSIONER LEMAN: So that this situation 
we are describing must be strictly temporary? 


MR. WAGNER: Yes, I think I made that 


statement. 

THE CHAIRMAN: On page 7 again in the 
middle of the page you say a total of almost $3,800,000 
has been invested in guaranteed farm credit securities 
from the following, ete., and the total is $3,878,000. 


The government has contributed about half that, is that 


right? 
MR. WAGNER: Yes. 
THE .CHAIRMAN: How does that tie in with 
the figures above -- applications received and approved 


Is this something in addition to that? I am not quite 
clear the way it is ‘set. up here, 

MR. WAGNER: No, under the raised Farms 
Credit Act this was legislation that was passed by the 
gsovernment --- 

THE CHAIRMAN: This is all under that Act? 

MR. WAGNER: Yes, this is all under that Act. 


THE CHAIRMAN: , You start with applications 


received and approved and the amounts. The amount, 
of course, here is $3.4 million and then you go down 


to this $3.8 million at the middle of the page which 


has been invested in guaranteed farm credit securities. 
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Terente, Ontario 
What is that? 
MR. WAGNER: That is a special --- 
THE CHAIRMAN: That is an additional amount, 
is it? 


MR. WAGNER: That is right. 


THE CHAIRMAN: In addition to the 
$3,432,000? 


MR. WAGNER: No. 


THE CHAIRMAN: Well, I did not think it 
would be. I thought perhaps there was some mistake. 
How is the $3,800,000 arrived at? 
MR. WAGNER: Well, this is the amount that 
has been invested by credit unions, central co-operatives, 


the government of Saskatchewan and individuals in this 


Family Farm Credit Act scheme. 

THE CHAIRMAN: Cees | I see. 

MR. WAGNER: Now HOHE: we use that money 
by making loans and at the time of this report we had 
loaned $3,432,000 of this amount. 

THE CHAIRMAN: I should have understood 
that fact. I am sorry I wasted the time. I See now. 


COMMISSIONER LEMAN: At the bottom of that 


same page, Mr. Wagner, there is the statement that 
the board has rescinded afwevious requirement that 
credit unions invest with the company 10 per cent of the 
loans. This is at the bottom of page By: 
MR. WAGNER: Yes, that is correct. 
COMMISSIONER LEMAN: The earlier requirement 
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was a way to encourage funds to come to the Trust 


Company, is that it? 
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Terente, Ontaric 
MR. WAGNER: That is correct, 


COMMISSIONER IEMAN: And that proved less 


necessary? 

MR. WAGNER: Yes. 

COMMISSIONER LEMAN: Is that the only 
Significance »ofjrit? 


MR. WAGNER: That is the only significance 


Of oit. 
GOMMISSTONER BROWN: . Now, if you need some 
money.f-orn mortsages,L suppose .your.could call in some 
of the Saskatchewan Wheat Pool demand loans,.could you? 
MR. WAGNER:. Yes, or we could borrow against 
our investment in the Credit Society. 
THE .CHATRMAN : «.What.ig athe -relationship 


ya) 


of the sovernmentcinethese.Feomily-Farm-Credit loans? 
They put up a very large amount of money. Is there 
any arrangement. whereby the government.is obliged to 
put up money under any conditions? 

MR. WAGNER: Yes, the government have 
agreed to invest an equal amount with what any other 
individuals or groups will invest. 

THE CHAIRMAN: So that in,order to force 
the government to put up more money you have to get 
other people to put up money and then they will match 
it, is that-theryidea? 

MR. WAGNER: .Correct. 

THE CHAIRMAN: And what interest rate is 
charged on their advances? Is it the going interest 
rates that they charge on their bonds? 


MR. WAGNER: No, the government with their 
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Terente, Ontaric 
own funds purchase Family Farm Credit Act securities 


at 44 per cent. 


THE CHAIRMAN: And these always run at 

3 per cent, do they? | 
MR. WAGNER: That is a fixed rate, yes. 
COMMISSIONER GIBSON: Of these guaranteed 


investment securities which the November 30, 1961 


statement shows at over $1 million, some of these are 


payable on a fixed basis in the future and others 
are payable on demand sale, are they? 

MR. WAGNER: Well, actually they are a 
lO-year investment certificate. 

COMMISSIONER GIBSON: But they have the 
option that they can be paid on demand? 

MR. WAGNER: That is correct, 

COMMISSIONER GIBSON: They are like the 
one federal government issue of savings bonds or the 
Saskatchewan government? I 

MR. WAGNER: Very similar. 

COMMISSIONER GIBSON: Is there any limitatio 
on the amount of these you may issue? 

MR. WAGNER: Oh yes, we are subject to 
the regulations of the Securities Board here in 
Saskatchewan, the Co-operative Securities Board. 

COMMISSIONER GIBSON: The question I am 
getting at is that these are term securities but ‘they 
can be called and you can ask for your money back any 
time? 

MR. WAGNER: That is right. 


COMMISSIONER GIBSON: What is your thinking 
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Terente, Ontaric 
1 on this? Do you keep revolving a certain proportion 
2 of these? 
3 MR. WAGNER: Actually in our history thus 
4 far there has been very, very little redemption of 
5 securities -- I would say less than 1 per cent, 
6 quite a bit less than 1 per cent. 
7 COMMISSIONER GIBSON: You think most of 
8 the people that buy them are really buying a long-term 
9 investment? 
10 MR. WAGNER: That is correct. 
11 COMMISSTONER GIBSON: And they are not putting 
12 in short-tcrm moncy to set a long-term interest rate, 
13 in other words? 
14 MR. WAGNER: That would be the general rule, 
15 yes 
16 COMMISSIONER BROWN: You have only had these 
17 Since the first of November, 
18 MR, WAGNER: That is true but we are basing 
19 our reasoning on our old securities that still bear 
20 interest at 4t per cent and we have had very few 
21 applications for any redemption of those. These were 
22 not quite as liquid as this new one. We are not lookin 
23 for any difficulty although we have prepared for it; 
24 we have set up a 20 per cent reserve. That is, we 
25 are only going to loan to 80 per cent. 
26 COMMISSIONER BROWN: So you are loaning 
27 it out on a long-term basis? 
28 MR. WAGNER: Yes. 
y' COMMISSIONER BROWN: But it is call money? 


30. MR. WAGNER: Really it is. It is a sort of 
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Terente, Ontario 

1 long-term call money. I don't know w hether this 
2 Will be a new experience for us. 
3} COMMISSTONER MACKINTOSH: Aside from your 
4 particular amount, aren't we getting an awful lot 
5 of this call money around the country -- I don't 
6 mean in Saskatchewan, but everybody seems to be 
7 dipping into this? The predictions as to its 
8 availability turn out to be wrong sometimes. 
9 MR. WAGNER: There are quite a few 
10 factors that enter into this. As you will see by 
11 our report, we are a very rapidly growing trust 
12 company, and this is one factor that enters into it. 
13 Another is that we are well acquainted with the people 
14 we are doing business with, and they understand 
15 | our oroblem, and we work very closely together 
16} and to*the: vninitiated this would be. a: little 
7 hard to understand. 
18 COMMISSIONER GIBSON: Why do you give 
19 them this privilege -- why don't you pay them half 
20 of one per cent more? 
21 MR. WAGNER: We believe we can receive 
22 a greater investment in this way. 
23 COMMISSIONER BROWN: How do these 
24 essentially differ from your demand loans on your 
25 balance sheet? 
26 MR. WAGNER: We have a guaranteed pass book 
21 account service and this, of course, is purely call 
28 | money. 
291 COMMISSIONER BROWN: What rate does that draw 
30 | MR) WAGNER: 3% per cent up to $100,000. 
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Terente, Ontaric 
1 There are different rates depending on the size of 
2 the account. 
3 COMMISSIONER BROWN: On your estates, 
4 trusts and agencies you show a pass book certificate 
5 of $130,000, and I was looking for it on the opposite 
6 Side: It belongs in with demand loans? 
7 MR. WAGNER: The pass book certificate? 
8 COMMISSIONER BROWN: Yes. 
9 MR. WAGNER: Yes. Incidentally, we do 
10 not extend this service to credit unions. This is 
11 done by the Credit Society. 
12 COMMISSIONER BROWN: These are all 
13 individuals, are they? 
14 MR. WAGNER: We will put it this way: 
15 They are not members of the Credit Society. Here, 
16 for instance, when an individual requests to open a 
17 guaranteed pass book account we ask him if he is a 
18 member of a credit union, and we like to see him have 
19 in shares in his local union the raionam amount that 
20 is insured -- either $1,000 or $2,000, If he has 
21 that, we are willing to open a guaranteed pass book 
22 account. 
23 COMMISSIONER BROWN: Say he is not a 
24 member of a credit union at all? 
25 MR. WAGNER: Then there are no restrictions. 
26 COMMISSIONER LEMAN: The Trust Company also 
27 has a bank line -- a credit line? 
28 MR. WAGNER: Yes, with the Credit Society; 
29 we don't do any business with banks. 


30 COMMISSIONER LEMAN: Not with the chartered 
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Terente, Ontaric 
banks. 
COMMISSIONER MACKINTOSH: Why are you 


more virtuous than the others. 


THE CHAIRMAN: The others had a good bank. 

COMMISSIONER MACKINTOSH: I have a question 
or a comment, but it is not on the Trust Company. 
You were good enough to give us the maturities on 
the investments of the co-operative, and they are 
actually fairly long-term; they are not a particularly 
liquid list. I haven't done all the arithmetic, but 
Iam sure from 1972 it constitutes the large portion 
of it. Aside from the amounts of 2-year loans, 
which seem fairly well distributed by months, the 
rest of it is fairly long-term investment, which 
I gather from some coupon rates has already been 
held quite a long time -- perhaps reluctantly. 

MR. JOHNSON: I would ask our treasurer 

to comment on that, Mr, Chairman. 

MR, TENDLER: In line with our investments, 
the comment I could make in this regard might clarify 
some of the discussion this morning. In addition 


to the investments which we have outlined there 


we have -- and here comes that bad word "call money" 
again -- a call on the Saskatchewan. Wheat Pool of 
$4 million which we can withdraw at any time -- one 


day's notice. So, we can consider that part of our 
liguid funds, and this, we feel, pretty well 

stabilizes our position. The money on call with the 
Wheat Pool fluctuates from -- well, once in a while 


it is nothing -- from there to $5 million. We try 


pipe 7 ae 
4 ie BWITDNSTSS 233 é% cree) Ith: TBs: 2 


voy ets VAW :HeOTMIAOAM ASVOIGCIMMOD © .....- 


anh 


.eterido ent nedd esoudrtv exom 


-Nasd boog 8 bed etacto oT, :WAMAITAHO SHT 24 so 5% 


aoljesup s svsea I. :HeOTMIAOAM ARMOL2crMMod 


unregniod tJauxT sddiono gon et tf gud-.dnommoo:-s 10 
no Boltiuvtem odd eau evig od Aayons boos sirsw yoY 
eis yvodd bos ,svitdsisqo-00 sAt to ataemtesvat odd 

‘i eb dubeesians ton ors ysnt emrod-gnol yvyiutst vilsutos 
dud ,ofvenddings odd [fs oneb t'novead I svtetl binpes 
noidtog episl ens aetutitanoos ¢£ SYCL mort ove mst 

<enpol teov-S to edavoms esdt mortrebiteA .tt to 
env .aedinom yd boadudrirtetb Ifew vinrisl meee dotaw 
doinw ,doemiaovat mred-sgnol yitisi sf JE lo tgaer 
mood ybsetls esd asder moquos smos mori tecddsg I 
sVisastoules eqenteq -- smit anol s stiup bien 

: | teivesetd vo Axes bivow I «:VOGMHOL 3AM 

sManitisid .1M ,.gsdd no coemmoo- og 

,sinomtaovai ro déiw enti nI <:ARIGUaT AM 
Yitialo tizsinm bSresget aids at osm bluoo I stnsmmoo sdAd¢ 
noldibbs al .agntniom etdt soLaeguoetbh ard lo somos 
{ sient benifsuo even ew dotdw edromdesvat sat ot 

"vorom {Lgo" brow bad ¢erld eomoo sted bas -- sven sow 

to [ood tredlW aswedotsvese oAt ao Liso 8 -- absss 

ono --- omis Seidl hewubelit ine aso-ow dofdw ciootilim be 
wo to drsq-dsdd atebfanoo mso gw .o8» .sotdon a'ysb | 
ifow yststerq ,flost ow yetdd bose eebaut biupLe 

i. ond ddiw ffso no ysnom ecdT .not¢teaoq so sostitdate 

efidw 8s mi soro ete =~ mort — Loot ssedw 


anidgon ef tr 


Nethercut & Young - 567 ~ 


Terente, Ontaric 

to keep sufficient in there to meet whatever needs 
we might have. This is the observation I have. 
I know 2/3 of our existing investment portfolio 
as of September 30 go in the long range over 10 
years, and the other 1/3 are in the 1 to 10-year 
class. We have kept this in mind and any investments 
we have made this year, and especially municipals 
we try to hold them in the 1 to 10-year class. 
As you realize, we have sometimes some difficulty 
to hold high-grade investments in that category. 
This morning I wonder whether some people didn't 
get the wrong impression, getting back to this period 
of tight money: Our bank borrowings at the end of 
October were $4,442,000. They dropped to $ 1 million 
at the end of November, Conversely, our funds 
from the provincial government and gecs ened 
insurance office increased from $1,925,000 to 
$3,950,000. Someone observed possibly this is where 
most of the reduction came from, This is not so. 
We sold $2,700,000 worth of bonds that month. So 
that, almost 2 to 1 came as a result of decreasing 
our investment portfolio. So, I Suppose you could 
say we felt the tight money policy and liquidated 
a certain part of our investments. Also, in the 
month we deposited in the Wheat Pool call money» of 
$ 1 million, and we had nothing there at the end - 
of October. 

MR. JOHNSON: May I also, Mr. Chairman, 


in regard to liquidity -- and I am quoting from 


my manager's report to the Board of Directors after 
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Terente, Ontario 
1 our year end November 30, 1961: It shows that out 
2 of $14 million loans in force there are $8 million 
3 due and payable in 1962, 
4 COMMISSIONER MACKINTOSH: I am not offering 
5 any comment on liquidity because I don't know your 
6 business, but I got the impression this morning your 
7 investments were more liquid -- that your investments 
8 in this list were more liquid than they are. Perhaps 
9 I get a little confused with this borrowing back and 
10 forth between your various co-operative institutions. 
11 I don't know who finally meets the call. 
12 MR. JOHNSON: May I suggest that the line 
13 of credit we carry with our bank or the cushion which 
14 we use in case of necessity in order that we are not 
15 put into a position where we have indiscriminate 
16 disposal of these long-term securities. 
17 COMMISSIONER LEMAN: If this is classified 
18 information, perhaps you don't need to answer ithebut 
19 Pai the liquidation of investments that you described, 
20 it was fairly sizeable over a quite short period, 
AA and could I ask you if you felt that the Government 
22 of Saskatchewan was helping to make the market? 
23 MR. TENDLER: I cannot answer that. We 


disposedof them through three or four different 
investment firms, and whether the Government of 
Saskatchewan had something to do with making the : 
market for those, I don't know. 

COMMISSIONER LEMAN: They don't go direct 


to the Government? 


MR. TENDLER: No, we purchase and sell most 
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of our securities, except for municipals, directly 
through the various investment dealers either in 
Regina or Winnipeg or Eastern Canada. 

COMMISSIONER LEMAN: Why except for 
municipals? 

MR. TENDLER: Many of these school units 
and hospitals market a debenture issue of $100,000 
or $150,000 without going through an investment 
dealer. They do it on a local basis: One man will 
be hired to assist them in selling; they don't go 
into the investment dealer at all. 

COMMISSIONER LEMAN: I was talking about 
the reverse process -- when you are selling. 

MR. TENDLER: We go to an investment 
dealer when we sell. 

COMMISSIONER LEMAN: Even on municipals? 

MR, TENDLER: Oh yes, but there are very 
few occasions when we sell municipals. This is the 
part of our investment portfolio we feel we will be 
holding onto until maturity. 

COMMISSIONER BROWN: Were these short-term 
bonds that you sold? 

MR. TENDLER: No, I think you would have to 
classify some of them as medium term: There were 
a number of them around 10 or 12 years. 

COMMISSIONER GIB SON: Did you have to sell 
them at a loss? 

MR. TENDLER: No, we broke about even, 
If you go into the detail in our balance sheet, we 


sold some of them slightly in excess of the purchase 
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Terente, Ontaric 
price and others slightly less, and it averaged out 
it didn't affectous e@reatly-at-all; 
COMMISSTIONER,GIBSON: § You did this 
anticipating that money may become tighter,-and 
trying to keep as liquid as you could? 
Mm. TENDBRER?: Yess 
THE CHAIRMAN: I would like to put one 
question: Not being quite as immersed in financial 


affairs as some of my colleagues, I would like some 


guidance from you gentlemen on this. What do you 
Sayous thetreal distinetiony: if-rany,” between" the 
funetions of a credit union and the functions of a 


bank? That is a question which has been raised at 


various times in various places, and I am talking 
about this from a practical point of view. I notice 
you have legal opinions from very eminent counsel 


to the effect that a credit union does not carry on 


the same functions as a bank for the various reasons 

that are given. Credit unions have developed a great 

deal in the last few years and their activities have 

reached a point of great magnitude, and I would like 

to have your views on this, because I understand you 

take the position you are not the same as a bank, 

and I would like to know how you make that distinction? 
MR. CHARBONNEAU: Mr. Chairman, I think 

at the outset we should say that banking in the context 

you have put it would seem to be a very complex 

term, and our only views on this would be that we 

transact business only with our members, and the type 


of business that we transact is dictated by our 


ent ation 
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members! wishes ~- the services they ask us for. 


In terms of comparison, I believe that the over-all 
operations will in all probability, as we understand, 
be dealt with in the national brief submitted on 
behalf of all the credit unions. 


THE CHAIRMAN: That may be, and perhaps 


it may be that you do not want to go into this fully 
here, but I thought I would like to have your 
assistance so far as you wished to Or 

MR. CHARBONNEAU: We are not too sure 
in our minds -- as I say, this term "banking" is 
a very --- 

THE CHAIRMAN: I am not saying we are sure, 
I don't know whether the experts on this Commission 
are sure; I haven't asked them in that way. 

MR. CHARBONNEAU: I think we must say some 
of the services that credit unions are offering can 
be compared to the type of service that the banks 
are offering, and our stand, if we have such a thing, 
is that we are dealing with our members and only 
our members, and as far as banking functions are 
concerned we have no particular comment on this 
phase of it. 

MR. JOHNSON: Perhaps I could make this 
comment, sir: The credit unions and the Saskatchewan 
Co-operative Credit Society operate only with the 
money supplied to us by our members and strictly 
within that area. I know nothing about banking; I 
have had no banking experience, but my understanding is 


that to an extent under certain circumstances banks 
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1 can create a certain amount.of credit. We do not 
2 ereate additional credit under any circumstances over 
3 and above the actual funds that are placed at our 
) 4 disposal by our members. 
5 COMMISSIONER MACKINTOSH: How about drawing 
6 on your line of credit in the chartered banks? 
7 MR, JOHNSON: -In view of the fact that 
8 these lines of credit are always more than adequately 
9 secured by securities that have been purchased with 
10 the funds that have been supplied to us by our 
11 members we still consider that we are within that 
12 area. 
13 COMMISSIONER BROWN: Do I understand from 
14 that that the line of credit is limited by. the 
15 securities you have on hand? 
16 MR. JOHNSON: Oh. definitely. 
17 COMMISSIONER BROWN: In other words it 
18 is security that you hypothecate, not loans? 
19 MR, «LOHNSON: . No, it is. securities, that 
20 we hypothecate. 
21 COMMISSIONER MACKINTOSH: . The distinction 
22 of dealing with members only is.a very clear one. 
23 Without any views on it if it were considered that 
24 trust companies generally in this country were carrying 
25 on a banking business I think the distinction would not 
26 be as clear-as with your trusticompany. which is 
27 not dealing with members only. That is not implying 
28 that the trust company is doing banking business at 
29 all. 


_30 COMMISSIONER LEMAN: Dr. Mackintosh, I think 
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this morning we will find on the record something 
that might weaken avlittle this common bond of 
association concept vis-a-vis banking because I 
think it was Mr. Charbonneau who said that the common 
bond of association in certain cases could become 
the membership in the union which is a sort of 
an ipso facto association. 

COMMISSIONER MACKINTOSH: I was not making 
the distinction of common bond but Simply the fact 
of membership. 

COMMISSIONER LEMAN: Well, if you deal 
with a nember and he became a member in order to get 
a loan it is a sort of reverse process, 

COMMISSIONER MACKINTOSH: TI am not going 
to use the analogy of the club which you can A017 

THE CHAIRMAN: Anything further? 

That then concludes our hearings on your 
submission, gentlemen. We appreciate very much the 
assistance you have given us and the very full material 
that you have presented to us. Apparently on the last. 
question we are all in somewhat equal doubt although 
perhaps you have ideas that you would like to see 
maintained but I can assure you all we wish from you 
is your assistance and your views on these matters 
Whatever they may be. 

We will give them the very fullest 
consideration because no doubt those are all questions 
that will have to be considered carefully. 

MR, NEVILLE: Mr. Chairman, on behalf of 


the organization represented here I would like to thank 
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you, Mr. Chairman, and the members of the Commission 
for a very courtéous and very pleasant hearing. 
THE CHAIRMAN: Then, tomorrow the 
Commission will meet at 9.15 A.M. to hear the 


submission of the Government of Saskatchewan. 


--~-Adjournment, 
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1 SUMMARY OF BRIEF 
2 presented by the 
3 CREDIT UNION LEAGUE OF SASKATCHEWAN 
4 to 
THE ROYAL COMMISSION ON BANKING AND FINANCE 
5 
6 
7 The purpose of the brief is to describe the origin, objectives, 
P operating methods and services provided by credit unions in Saskatchewan, 
review their significance and discuss the relationship of credit unions to 
9 our financial system, Similar information is submitted respecting organi- 
10} - zations formed and controlled by credit unions, either in whole or in part. 
11 The conditions of the thirties, combining the effects of a pro- 
es longed drought in a predominantly agricultural province with a general 
economic depression which saw widespread disappearance of peoples' 
13 savings and severe curtailment of credit services, showed a strong need 
14 for a new type of a savings and credit medium. The earlier success of 
15 credit unions in the Maritimes and particularly in Quebec suggested that 
they could have a place in this Province, Credit union development began 
in Saskatchewan in 1937 with the approval by the Provincial Legislature 
17 of The Credit Union Act in that year. 
18 The first credit unions were urban but these were soon followed 
19 by rural groups comprised of the residents of a town or village, together 
with farmers in the surrounding trading area. In view of the importance 
= of agriculture in Saskatchewan, credit unions had to serve rural areas if 
21 they were to achieve their value to the Province. The widespread organ- 
22 ization of credit unions in rural areas which has characterized credit 
23 union development in this Province indicates the adaptability of this 
type of credit organization to serve agriculture. In September 1961, 
out of a total of 279 credit unions operating in the Province, 221 were 


25 of the rural community type. 


26 By September last year, credit unions in Saskatchewan had 
152,000 members, approximately 16 per cent of the Province's popula- 
27 
tion, assets of $108 millions and loans in force of $65 millions, while 
28 
29 
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the amount loaned since 1937 was over $296 millions. The loss ratio 


during this period was 16 cents out of every $100 loaned. 


Early in their development, credit unions organized the Credit 
Union League which is a federation of credit unions, is owned and con- 
trolled by them, acts as general spokesman for the movement and provides 
a variety of services to its members. These include organization, 


education, legislation, public relations, printing and supplies and 


other services required by the members on a group basis. All but two 
credit unions in the Province are members. 

The next step was the organization of the Saskatchewan Co- 
operative Credit Society in 1941, The Society, an association of credit 
unions and co-operatives, is in effect a central credit union, acts as a 
depository for surplus funds of credit unions, lends money to them and 
to co-operatives, and refunds earnings to members as dividends on shares 
and interest refunds. The Society is the largest organization of its 
kind in Canada, acts as the clearing agency for those credit unions that 
permit the use of withdrawal orders negotiable by endorsement and has 
been able to meet the short-term and intermediate-term credit needs of 
credit unions and to a considerable extent those of co-operatives, 
especially in the consumer field. 

The Co-operative Trust Company was formed in 1952 to provide 
long-term credit to individuals and to carry on the usual type of trust 
company business, including the preparation of wills and management of 
estates. The Company is an association of credit unions and co-operatives 
with most of the membership being comprised of credit unions. The latter 
use the Company as a medium for investment of surplus funds which may not 


be required for considerable periods and may recommend long-term loans 


by their members from the Company. 


Credit unions, therefore, have three organizations which they 


own and control - the League for education and promotion, the Society 


for short-term and intermediate-term loaning service, the investment 

of funds not temporarily required, as well as the clearing of negotiable 
lorders, and the Trust Company for longer-term investments and long-term 
loans. The bulk of surplus credit union funds are deposited or invested 


lwith the Society. 
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A credit union is defined in the Saskatchewan Credit Union Act 
as an organization for ''the promotion of thrift among its members and 
the creation of a source of credit for its members at legitimate rates 
of interest, exclusively for provident and productive purposes". 

To put it another way, the objects of a credit union are the 
creation of a pool of savings by its members from which loans are made 
to members only at interest which shall not exceed one per cent per 
month on the unpaid balance. 

A credit union is a corporation with shares of $5.00 each, with 
each member having one vote, regardless of shareholdings. In organiz- 
ation, stress is laid on a common bond of association, occupation or 
residence, to establish a closer relationship between the member and his 
credit union and a stronger community of interest. Members' savings are 
received in the form of shares or deposits, both being readily withdraw- 
able. A credit union may borrow for its purposes, Le. to provide credit 
for its members, on the strength of its investments and book accounts. 
Interest may be paid on deposits, and earnings are used to pay a dividend 
on shares at a rate not exceeding five per cent and sometimes an interest 
refund, after providing for necessary reserves. Shares or deposits may 
be withdrawn by a member in person at the office of the credit union, 
and subject to certain reserves being maintained, a credit union may 
permit withdrawals from deposit account by negotiable orders. Overdrafts 
are prohibited. Democratic control is exercised through officials elected 
by the members. An annual examination is made by the Registrar of all 
credit unions. 

All credit unions in Saskatchewan are required to contribute 
to a central reserve fund called the Mutual Aid Fund. Consequently, 
there have been no losses of members' shares or deposits in credit unions 
since inception of the movement in Saskatchewan, 

WHAT DO CREDIT UNIONS ACCOMPLISH AND WHAT IS THEIR RELATIONSHIP 
TO OUR FINANCIAL SYSTEM? 

1. They offer a unique method of encouraging systematic savings and 
providing low cost credit to persons who can qualify as members. 


2, A credit union's "customers" are also its owners so that more savings 


i 


irurote ay! 
ban etodmom e3k gaomp Jilad3 io nokjomorg ody" wo? notjastassio AA ee 


| 
4 


395A sota dibexd aswododslene of3 mi bontieb ak noinu Wibsi9 A. 


| 
bir 
esis stsmitige!l ja ersdmem e3i yot Jibsx9 Jo soxwoe 8 Io mokjs5t9 alt 


-"ageogrug evidsuborq bas 3Jnsbivorq yo% Yievieuloxs ,dessoint io 7 
sf3 918 notsu dibs1> 8 io ei9a{do edd .ysw yedtons 3 juq of 
sham sas ensol dotriw mo73 erodmom etki yd ageivee to fooq g jo nokieaxa | 
t9q jmo9 t9q 90 besoxs ton Ifede dotdw teotetal Is xiao eiodmam oF fh 
.9onsiad biaqau eid no djaom 

Hjiw ,doss 00.0? to essere ditw mokistoqyos 6 et nolmu stbsto A 
~stosgte nl .agntbforsisda lo eesibisgs1 ,otov ono gnivend rsdmam doses 


ro golisquosa .notistscoeesn to baod fonmoo B mo bisi et eagtse Mokis 


std bos i9dmem sii moowied qidenotiniss xseolo 5 flekidstes 03 ,soneblesy 


$38 egnivee ' 


exsdmoM .desxsdet to yilnummos tegnoxte 5 bos notnu 3tber> 
“weybdiiw yitbssy gniesd diod ,.s3teoqsb 10 estate Io m9. off nt bevisoss 
Sibexs shivoig 03 .9k ,esnoqzuq aji tot voxtod yam notay Jibsto A oid, 
-6invo3o8 aood bas aiaomdesynt eit Jo dignoite oli no ,eiodmom edi yo} 
basbivib a yeq o2 bseu s18 agninwes bas eetisoqsb mo blag sd ysm tes 1s381 . 
sesisiat on eomitemoes baa jin99 19q svi guibsaoxs jon sist 8 38 eotsde 10° 
yam eiteoysh yo as1sd8 ,esvieasy yiseesosn 30% aniblvo1rq s9338 cbouter 
Motnuy tkbsto eld io 99i220 oft 3s soetsq ot s9dmom & yd awerbdjiw sd 
yam aolieu Jibeso 8 ,bomtsiniam gnted esvisesx oissites of Jos{idue bas 
etiaibisvO .exebio sldstiogen yd jnvooos tteogsb mori elawazbdiiw Iiorreq 
betosle alstotiio dguoids boetoxsxs et Lortnos sh287150med -Basidinorg sts _ 
fia to iwisalgell $3 yd sbsm et nolisoimaxe Ievane mA .stodiwem 943 yd 
»enotg jlbaxo ' 
sjudtxipoa e3 boriupsy 948 meworsdetes? nt enotay aibers IIA im 
«Nidjasupseso) .bav't bIA IsuguM sda boliso baui oviseart Sewage B od 
anokou jtber2 wt ettzogsb to esisda ‘ersdmem to esesof on asod svad s3i9d3 
mpwotosedese nt tasmsvom sf4 20 nokiqoont sonte 
TIHGMOITAIGA ATSHT 22 TAHW GHA HeTUIMOOOA evo TMU TIQGAD Od TAHW ull 
: . +) 

TMAT2Y2 JATOMAMIT HU0 OT OS 

bas egnives stiemejeye gaigsivooms to boddom ouptay s x93t0 yodT .f lye : 

-et9dmem es yilisup ne onw enopieg 03 Itbsx9 deo wol gatbivord | 


egnivee siom jadi oe essawo edt oels ots “oxomod eu! a'solay jibsx3 A oS 
: x J Ne ¥ 


29 


30 


Nethercut &é Young 


Terento, Ontaric 


A313 


tend to accumulate than would otherwise if members had to rely exclusively 
on agencies lacking the same personal relationship and over which they 
have no control, 

3. Credit unions are better able to adapt their services to the needs 

of their own local communities because they are locally controlled by 
their members rather than being controlled outside the community or 

even the province. 

4. The close relationship between credit unions and their members offers 
special advantages for counselling in the wise use of credit. 

5. Credit unions, serving members only, can provide credit at a lower 
cost than most other agencies. Lower "acquisition costs" and a lower 

risk factor, because a member borrows his fellow members' savings, result 
in an extremely low loss ratio. 

6. Credit unions are recognized as a stabilizing factor in a community's 
economy. They differ from other savings and lending institutions by the 
local nature of their savings and lending services, and they constitute 
an alternative lending agency in the personal credit field and supplement 
the services of the chartered banks, generally considered the prime source 
for business capital. 

7. The social effects, particularly the awareness of an individual to his 
community responsibilities that results from people working together to 
solve economic problems, are important in assessing the place of credit 
unions in our economy. 

8. The training that thousands of elected directors and committee men 

in credit unions receive in the management of an important service through 
the democratic process should also be remembered in this day of growing 
concern over the apathy to many of those institutions we value in a free 


society. 


9, The League takes the position that credit unions have an important 
part to play in promoting thrift and providing credit at reasonable 

rates, and they should receive encouragement in their development. Local 
control over savings and credit helps to keep savings within the communi = 


ties in which they originate and is a definite asset to such communities. 


The same may be said to apply to the provincial field with regard to 
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services provided by the Saskatchewan Co-operative Credit Society and 

the Co-operative Trust Company. 

10, The League is of the opinion that current provincial credit union 
legislation is quite adequate, is administered very well by the Provincial 
Government and that credit unions should remain under Provincial 


jurisdiction. 
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BRIEF 
presented by the 


CREDIT UNION LEAGUE OF SASKATCHEWAN 
Regina, Sask, 


to 


THE ROYAL COMMISSION ON BANKING AND FINANCE 


Purpose 
1, The purpose of this brief is to describe as fully as possible the 
background, the structure, the objectives and the operations of credi 
unions in Saskatchewan in the hope the brief will be helpful to the 
Commission in evaluating the place of credit unions in the Canadian 
financial system, A description of the Credit Union League and its 
services, as well as co-operative financial organizations providing 


services to credit unions, will also be included. 


2. It is not intended to present any recommendations respecting 
credit unions in Canada as a whole.. The Credit Union League of 


Saskatchewan prefers to rely in this regard upon presentations to be 


made by the National Association of Canadian Credit Unions, 


3, The League is informed that a detailed questionnaire regarding 
statistics and operating practices of credit unions is being completed 
with the assistance of the Saskatchewan Department of Co-operation 
and Co-operative Development at the request of the Joint Secretary of 
the Commission and will be forwarded to the Secretary as soon as 
possible, 

History of Credit Unions 
4. The decision to organize credit unions in Saskatchewan in 1937 wa 
due to the need for devising new methods of encouraging savings and 
providing credit at reasonable rates, The experience of Quebec and 


the Maritime Provinces with credit union techniques suggested the 
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1 
2 
3 adaptability of this type of organization to meet some of the 
4 depressed conditions that confronted the people of Saskatchewan 
during the thirties. The story of why and how credit unions were 
S brought to the Province is found in an article on the History and 
6 Development of the Credit Union Movement annexed hereto as 
| Schedule A, 
8 Economic 5. During the thirties, Saskatchewan experienced several consecu- 
Conditions 
9} in the tive years of drought and crop failure, the average yield of wheat in 
Thirties 
10 1937 being two bushels per seeded acre, Thousands of farm familie 
11 were on relief and this was matched by unemployment conditions in 
12 our towns and cities. Savings of the average farmer and workman 
disappeared and credit facilities were severely curtailed during the 
Be period, especially in rural areas. As an example of the curtailment 
14 of credit services, Saskatchewan in 1929 had 442 branches of chart- 
15 ered banks in 385 communities. By the year 1940, there were only 
16 251 branches in 196 communities, * It was evident that something 
17 had to be done to provide additional means of encouraging savings as 
a foundation for credit to meet some of the depressed conditions of 
oe the period and this helps to explain why the credit union movement 
= became established in Saskatchewan, 
20 
First 6. The first credit union in Saskatchewan was organized by workers 
21 || Credit 
Unions and small businessmen in the Jewish community in Regina in August 
“ 1937. This was followed a short time later by a credit union chiefly 
23 of railway employees in Moose Jaw. These were followed by a 
24 number of urban credit union groups having a well-defined tie of 
25 association amd occupation which helped initially in dealing with som 
6 of the most pressing credit problems of the members after some 
savings had been accumulated in each credit union, 
27 
28 * Source: Canadian Almanac, 1929 and 1940, 
29 
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7. In view of the predominance of agriculture in Saskatchewan, it 
became evident that if credit unions were to perform a significant 
service to the people they had to be organized in and become Bae 
to the conditions and needs of rural areas, The first rural comm- 


unity credit union was organized early in 1938 in the village of 


LaFleche in southwestern Saskatchewan in the heart of what was the 
known as the drought area. Membership consisted of farmers in the 
surrounding trading area, local businessmen, workers, professiona 
people and the local clergy. This credit union now has assets of 


$2,350,000 and, along with the local branch of a chartered bank, 


provides a good service to the people of this rural community, 


8. The organization of the LaFleche Credit Union showed that aloca 
savings and credit institution could be established to serve a rural 
district subject to severe fluctuations in income and helped to set a 


pattern of rural organization which has become a characteristic of 


credit union development in Saskatchewan, Other rural community 
credit unions were organized in rapid succession and by September 30, 
1961, there were 221 credit unions of this type out of a total of 279 
then on the register, The map on page 38 of ''A Supplement tq the 


Annual Report of the Department of Co-operation and Co-operative 


Development" annexed hereto as Schedule B shows how extensively 
credit unions have been organized to serve rural areas in comparisoy 


with the industrial or occupational type that predominates in anumbey 


of other areas of Canada, 


9. By September 1961, the 279 credit unions in operation in Saskat- 
chewan had 152,000 members, assets of $108 millions and loans in 

force of $65 millions, while the amount loaned jones the inception of 
the movement in 1937 was in excess of $296 millions. A total of 333 


charters had been issued during the period, there had been 52 amal- 
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gamations and dissolutions while two were inactive. (See Progress 
Report on Saskatchewan Credit Unions, September 1961, published 
by the Department of Co-operation and Co-operative Development 


and annexed hereto as Schedule Gi) 


Classes 10. Credit unions in Saskatchewan tend to fall into four classes or 
of Credit 
Unions groups: Associational of which there were 17 in September 196] 


where the members may belong to the same racial group or local 
parish, 29 occupational groups where the members have the same 
employer, either an industrial plant or government or civic institu- 
tion, which tends to facilitate savings through authorized payroll 
deductions, 12 urban-rural residential groups usually with a relat- 
ively large membership based on residence in or near to an urban 
city centre, and 221] rural community credit unions mentioned above 


(See pages 1 to 8 of Schedule C.) 


History and Development of the League 
Origin of 11, As soon as a number of credit unions had been organized in 
League 
Saskatchewan, their members recognized the desirability of a special 
organization to facilitate an exchange of views on common problems 
undertake educational, advisory and other services for credit unions 
that might become members, and generally to take such steps as 
appeared necessary for the advancement and welfare of the new move- 
ment, An unincorporated federation for this purpose was organized 
by credit unions in 1938 and formally incorporated under The Credit 
Union Act in 1941 as the Credit Union Federation of Saskatchewan, 


Later on the registered name was changed to that of the Credit Unio 


League of Saskatchewan, 


Objectsand 12, The League is the educational and promotional body for the- 
Purposes 


of the credit union movement in Saskatchewan, Its main objects and purpo 


League 
are as follows: 
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1 
2 
3 "The primary purpose of this League shall be to perform such commo 
functions for and on behalf of the credit unions organized in the Pro- 
vince of Saskatchewan as may be provided by the terms of The Credit 
4 Union Act, 1956, 
5 (a) Carrying on, encouraging and assisting educational and 
advisory work relating to credit unions; 
6 (b) Improving methods of management of credit unions and 
standardizing their bookkeeping, accounting and other pro- 
7 cedure; 
8 (c) Reducing operating costs of credit unions by arranging 
for group bonding of credit union employees, insuring sav- 
9 ings of members and repayment of loans made by credit 
unions to their members, and purchasing bookkeeping and 
other supplies for sales to its members and other credit 
10 unions; 
11 (d) Accepting as members credit unions admitted by the 
directors of the League; 
12 (ec) Encouraging the organization into Chapters of credit 
unions which are members and prescribing such bylaws as 
13 are necessary for the administration of such Chapters; 
14 (f) Rendering to its members any other services incidental 
to its objects,"' 
15 (See Constitution and Bylaws of the League annexed hereto as 
Schedule D - 1.) 
16 
17 Bome 13, All but two credit unions in Saskatchewan are members of the 
unctions 
f the League and govern its policies at annual meetings. In view of this 
g 8 P 8 
18 eague 
widespread support and participation, the League is in a position to 
19 
act as spokesman for the credit union movement in Saskatchewan and 
20 re : 
to advance its interests. The annual meeting of the League is a 
21 forum for the exchange of views regarding the growth and improve- 
22 ment of credit union services, discussion of needed amendments to 
23 provincial credit union legislation, examination of ways and means of 
making credit union services available to more people who may be in 
24 
a position to use such services, and providing more effective methods 
25 
of keeping the ideals and objectives of the movement before the public, 
26 League officials consult when necessary with representatives of simi- 
27 | lar bodies in other provinces and the League is a member of the 
28 || National Association of Canadian Credit Unions. 
29 | 
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14, The League, through its directors, management and staff, pro 
vides a growing variety of services to its members in accordance 
with the objects and purposes listed in paragraph 12, These include 


extension programs of education amongst members of credit unions, 


training courses for managerial personnel, courses for directors a 
committee men, arrangements for group bonding of employees of 

credit unions, negotiations with agencies providing loan and life sav 
ings insurance, operation of a collection agency, assistance with 

organization of new credit unions, assistance in the administration o 
the Mutual Aid Fund for all credit unions, and in general giving assig- 
tance to credit unions regarding special problems of membership 
relations. An important function is publicity designed to keep the 
public informed regarding the place of the credit union movement 


in our Province. 


15. For the purposes of control of the League by credit unions, the 
Province is divided into 12 districts for the election of a director in 
each, District meetings at which each credit union may be repres- 
ented by two delegates are held in each year prior to November 30th, 
Each director elected at a district meeting assumes office immed- 
iately following the annual general meeting of delegates from all 
credit unions which is usually held in the month of February, The 
annual general meeting of the League considers the directors!’ report, 
the report of management and in general lays down policies that are 
considered necessary to advance the interests of the credit union 
movement. But the district meetings, in addition to the election of 
directors, are intended to facilitate discussion of credit union pro- 
blems on a regional basis so that delegates attending the annual 
general meeting of the League may have a clearer picture of the views 
of credit union officials in various parts of the Province, In ordert 


facilitate more intensive educational effort and to improve operating 
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procedures within a district, any two or more credit unions therein 


may form chapters which are, in effect, workshops and an important 


means for credit union education, The democratic structure and 
control of the League, together with the organization of districts an 
district chapters, are outlined in the constitution and bylaws annexe 


hereto as Schedule D - l, 


16. A more detailed description of the functions and services of the 
League is found in the following additional Schedules annexed hereto; 


Advanced Management Training Course 
(sponsored by the League).......+.++. Schedule D = 2 


Courses in Management and Officer Training 
(Ghaptéerypropgram)i< Joc. ets Ft. ee, SchedulecD ta3 


Picture Chart ''Saskatchewan Credit 
Union Movements cane nace sd piece wie sie re rele Schedule D = 4 


Annual Report of the Credit Union League 
of Saskatchewan eeeeeeoeveoeorvveeveer ee eee Schedule D = 5 


credit unions found themselves with seasonal surpluses of funds on 


their hands, Others found it necessary to borrow money to meet 
seasonal demands for loan services by their members, It seemed 


desirable, therefore, that credit unions should have some agency of 


their own to facilitate the flow of surplus funds from one credit union 
to another and to invest any part of such surplus funds not immediately 
required by the movement itself, The logical place for at least a 
portion of such investment seemed to lie in loans to other co-operatives, 
The scarcity of other credit facilities in Saskatchewan during the 

early forties seemed another reason why credit unions should have 
their own central credit and depository agency, especially if the staf 
thereof could be trained to appraise some of the roca needs and 
problems of credit unions which were members and to understand 


also the credit needs of co-operatives that might wish to take advan- 
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2 
tage of the new services available. The result was the incorporation 
3 
of Saskatchewan Co-operative Credit Society by a special Act of the 
4 Saskatchewan Legislature in 1941. (See special Act of Incorporation 
5 annexed hereto as Schedule E, ) 
6 Mai ’ 
ain 18, The main objects of the Society are to receive money on deposit 
Objects of 
7 re Society from its members which are credit unions and co-operatives only and 
8 to loan money to its shareholder members, The Society may also 
9 borrow from banks any additional funds needed upon the security of 
10 its investments in order to meet the loan demands of its shareholder 
members and to invest surplus funds not immediately required for 
11 
loans. The prirnary aim of the Society is to meet as many of the 
12 credit needs of its corporate members as possible. 
13 
elation- 19. As is to be expected, the greater part of the funds deposited with 
14 8hip to 
redit the Society are from credit unions, In the earlier years of the Society 
nions 
15 most of its loans were made to credit unions and smaller co-operatives 
16 which were members, As the resources of the Society grew, loans 
17 were advanced to some of the larger co-operatives until the amount 
18 loaned to co-operatives of various kinds sometimes exceeds by a 
considerable margin the amount loaned to credit unions, As far as 
19 
credit unions are concerned, the Society continues as their central 
20 , : ; ; ooh 
for credit and deposit services with control of the organization shared 
21 with member co-operatives on a delegate basis of one member one 
22 vote. The Society has always conducted its operations in such a 
23 manner as to be able to meet all proper loan applications from 
credit unions, 
24 
25Growth of 20, The growth of the Society and its services has been impressive 
the Society 
26 by provincial standards as evidenced by the directors’ report and 
audited financial statement for the year ending November 30, 1961, 
y//) 
and annexed hereto as Schedule F, The Society is the largest 
28 
29 
30 
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Organization of its kind in Canada serving both credit unions and 
co-operatives, It accepts co-operatives of all types as well as 


credit unions into its membership, 


Origin and Objects of the Co-operative Trust Company 


21, While credit unions were organized with the main object of 


meeting the short-term and to some extent intermediate-term credit 
requirements of their members, they were frequently faced with a 
demand for long-term mortgage loans which they were unable to deal 
with, At the same time, credit union officials, in view of the know- 
ledge which they had of the overall credit needs of their members, 
were in a good position to advise other credit agencies on ways and 
means of meeting their long-term credit needs, provided such 
agencies had the resources and services needed for loans of this 
type. This situation helped to create a demand from credit unions 
and other members of co-operatives interested in long-term credit 


for a special type of organization to provide such credit, 


22. In addition to that, many members of credit unions and co- 
operatives wanted a co-operative for the preparation of wills, manage- 
ment of estates and as a source of long-term investment for savings 
through an organization under their own control. These Pee as 
together with the pressure on credit unions for long-term loans, led 
to the incorporation of Co-operative Trust Company Limited under a 
special Act of the Saskatchewan Legislature in 1952, A copy of this 


Act is annexed hereto as Schedule G. 


23. The Trust Company differs from the Co-operative Credit Society 
in that it provides services to individuals who are members of cor- 
porate shareholders, The Society,on the other hand, loans money to 
its corporate members only. The Company is primarily in the field 
of long-term mortgage loans to individuals whereas the Society pro- 


vides short-term and intermediate-term loans, the latter sometimes 
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extending up to 15 years, The Company also performs the function 
of a trustee and administrator of estates. It uses the services of 

credit unions which are members to appraise and make recommend 
tions to the Company respecting long-term loan applications, In thi 
way, credit unions use the Trust Company first as a medium for 

investing surplus funds not required for considerable periods of tim 
e.g. through the purchase of shares in the Company or other invest 
ments therein, and second,as a means of meeting some of the long- 


term credit needs of credit union members. 


24. In 1959 the Government of Saskatchewan entered into an agree- 
ment with the Co-operative Trust Company for the administration b 
the latter of The Family Farm Credit Act, a copy of which is annex 
hereto as Schedule H. This Act provides for long-term loans to 
assist younger men to become established in farming and to enlarge 
small farms to units of economic size, The agreement provided for 
guarantees by the Government of the securities sold by the Trust 
Company to finance lending operations under the Act and the guaran 
tee of loans made by the Company to farmers under the conditions 
prescribed in the Act. The Provincial Government also purchases 
securities sold by the Company under the Act, in amounts equal to 
those purchased by co-operatives, credit unions and individuals, 
While loans made by the Company from its own funds are confined t 
shareholders or members of shareholders, applications for loans 
under The Family Farm Credit Act may be considered from any 
qualified borrower, Under this Act the Co-operative Trust Company 
is able to provide a service that is supplementary to that which is 


available from the Dominion Farm Credit Corporation, 


25, The growth and variety of services provided by the Trust Com- 
pany are outlined in its latest directors’ report and audited financial 


statement annexed hereto as Schedule I. It will be noted that the 
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number of shareholders in the Company is 196 consisting of 164 


credit unions and 32 other co-operatives. 


Objects, Powers and Operations of Credit Unions 
26. Section 17 of The Credit Union Act of Saskatchewan together 
with Standard Bylaws, annexed hereto as Schedules J and Real ee 
respectively, states that the objects of a credit union shall be "'the 
promotion of thrift among its members and the creation of a source 
of credit for its members at legitimate rates of interest, exclusivel 


for provident and productive purposes", 


27, Another way of describing the objects of a credit union is the 
creation of a pool of savings by its members from which loans are 
made to members only at moderate rates of interest, The savings 
of the members in the form of investments and book accounts may 
also be used as security for borrowing to meet additional loan 
demands when necessary, Savings not immediately required for 
reloaning or temporary deposit purposes are invested in designated 
securities and the income therefrom, together with interest receive 
on loans made to members, usually enables a credit union, after 
taking care of operating costs and reserves, to pay a return on 
shares up to five per cent and where possible to refund a portion of 
the interest paid by borrowers on loans from the credit union, The 
object, therefore, is the creation of a revolving fund of savings 
supplemented when necessary by borrowed money to be used for 
loans to members or for investment when not immediately required 
for loans, Interest charged on loans is, subject to statutory limita- 
tions, fixed at a rate which is expected to enable the credit union to 
take care of administrative expenses, including cost of borrowed 
money, if any, and after allocation to a reserve ie contingencies 
will make it possible to pay the member a return on his savings ata 


rate which will encourage him to either leave his savings, which are 
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readily withdrawable, with the credit union or keep on increasing 
them, If the interest charged on loans is found to result in income 
higher than necessary for a moderate return on savings, a borrower 
refund may be made. The broad objective of a credit union then is 
to help people to build up savings as a foundation for credit and to 


charge for the latter just enough to take care of expenses, reserves 


and to pay a return on savings to encourage members to leave their 


savings with the credit union or to increase them. 


28. One feature that distinguishes a credit union from other savings 
and credit agencies is that administration and control are in the 
hands of the members who accumulate the savings and who require 


the credit. 


29. The main powers of a credit union are set forth in section 18 of 
The Credit Union Act - Schedule J. The powers include authority to 
receive savings of its members as shares or deposits, receive 
deposits from Saskatchewan Co-operative Credit Society, Co- 
operative Trust Company and from governments or agencies, make 
loans to individual persons who are members as well as to credit 
unions, co-operatives, and municipal or non-profit community 
organizations that are also members, but not to government depart- 
ments, the Saskatchewan Co-operative Credit Society or the Co- 
operative Trust Company, deposit money in chartered banks or with, 
trust and loan companies and with Saskatchewan Co-operative Credit 
Society, borrow money under conditions prescribed in the Act and 
invest in Dominion or Provincial bonds and up to prescribed limits 
in securities issued by co-operatives or in securities authorized 
under The Trustee Act. Provision is also made for membership by 
a credit union in another credit union, in the ot ta de Co-" 
operative Credit Society and the Co-operative Trust Company and 


the appointment of one or more delegates for representation at 
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3 ‘ 
meetings of such organizations as the Society, the Trust Company 
+ and the Credit Union League providing services to credit unions. 
5 : 
Social 30, A credit union enables the members to work together on a 
6 Objects of 
a Credit democratic basis in the solution of common problems. It places a 
Union 
7 premium on self-help and exerts a strong appeal to individual 
8 responsibility and loyalty on the part of the member to the group as 
9 a whole whose collective savings he borrows. The member knows 
that his savings in the credit union are a foundation for credit in 
10 
case of need. The closer contact between a borrower and lender 
1 
1 that tends to set a credit union apart from other lending agencies 
12 frequently makes possible a more personalized credit service based 
13 on character of the borrower and an appeal to his loyalty to the 
14 group. The member is thus encouraged to play his part as a res- 
1 ponsible person because he knows he may be borrowing the equiva- 
5 
lent of the savings of his friends and neighbours, This tends to 
16 
create a greater spirit of self-reliance and the member is less dis- 
17 posed to look to others for the solution of his problems, The result 
18 may well be a better realization of the rights and needs of his 
19 fellow-members and a correspondingly keener appreciation of the 
20 needs of the community in which he lives. 
21 || Some 31. These social effects that tend to follow from a successful trans -~ 
Effects of 
22 || Social lation into action of the economic objects of a credit union have 
Objects 
23 attracted support from economists, social workers and many leader 
interested in social betterment all over the world. The effects of 
24 
credit unions on the development of character, greater spirit of 
25 
economic independence and a greater sense of responsibility towards 
26 individuals and the community and less reliance on the state, help to 
27 explain why credit unions receive such general support not only in 
28 this country but also in other areas where economic and social needs 
are greater than in ours, 
29 
30 | 
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meetings of such organizations as the Society, the Trust Company 


and the Credit Union League providing services to credit unions, 


30. A credit union enables the members to work together ona 
democratic basis in the solution of common problems. It places a 
premium on self-help and exerts a strong appeal to individual 
responsibility and loyalty on the part of the member to the group as 
a whole whose collective savings he borrows. The member knows 
that his savings in the credit union are a foundation for credit in 
case of need, The closer contact between a borrower and lender 
that tends to set a credit union apart from other lending agencies 
frequently makes possible a more personalized credit service based 
on character of the borrower and an appeal to his loyalty to the 
group. The member is thus encouraged to play his part as a res- 
ponsible person because he knows he may be borrowing the equiva- 
lent of the savings of his friends and neighbours, This tends to 
create a greater spirit of self-reliance and the seas is less dis- 
posed to look to others for the solution of his problems, The result 
may well be a better realization of the rights and needs of his 


fellow-members and a correspondingly keener appreciation of the 


needs of the community in which he lives, 


31, These social effects that tend to follow from a successful trans 
lation into action of the economic objects of a credit union have 
attracted support from economists, social workers and many leader 
interested in social betterment all over the world. The effects of 
credit unions on the development of character, greater spirit of 
economic independence and a greater sense of responsibility toward 
individuals and the community and less reliance on the state, help to 
explain why credit unions receive such general support not only in 
this country but also in other areas where economic and social need 


are greater than in ours, 
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1 
2 
3 ||Significance 32, Perhaps the low loss ratio to loans made by credit unions in 
of Low 
4 Loss Ratio Saskatchewan, amounting to 16 cents for every $100 of loans made 
since 1937, is another indication of how credit unions encourage 
5 
group loyalty and individual responsibility on the part of their 
6 
members. 
7 
Basis of 33. Any ten or more persons may incorporate a credit union under 
8 ||Incorpora- 
tion The Credit Union Act as a corporate body with share capital having 
9 
limited liability and a par value of $5.00, Credit unions are not 
10 required to adopt the common corporate procedure of setting a limit 
11 on the amount of authorized share capital. In practice, incorporatio 
12 does not take place unless there is assurance of a potential member- 
13 ship of 30 or more persons. The credit union may charge a small 
entrance fee and receive the savings of its members as shares and 
14 
deposits, Shares as well as deposits are withdrawable subject to 
15 notice prescribed in the Standard Bylaws. As stated in paragraph 29 
16 loans may be made to members only, 
17 
eee for 34, In organizing a credit union, emphasis is placed on a common 
18 ganization 
bond of association, This is to facilitate a greater community of 
ip interest and participation in a credit union by its members and to 
20 make it easier to deal with credit problems that may have more 
1 factors in common where the members belong to the same occupa- 
99 tional group, the same co-operative association or parish, or live in 
a closely-knit rural district, e.g. the residents of a small town or 
23 
village and farmers in the surrounding trading area. 
24 
Relations 35. While a common bond of association or residence tends to be a 
25 |lwith 
Members significant factor in appraising the need for credit and in encouraging 
26 
member participation in the affairs of the credit union at annual or 
27 other meetings, this diminishes in importance when credit unions 
28 achieve a large membership as for example where the members 
29 
30 | 
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consist of persons belonging to other co-operatives but residing in 
the neighbourhood of a city or living in the city. The growth of 
membership in these circumstances has, however, in every case, 


been stimulated by the initial success of a relatively small closely- 


knit group that organized the credit union in the first place. 


36. At the present time, approximately 16% of the population of 
Saskatchewan, or 152,000, mostly adults and heads of families, 
have a membership in Saskatchewan credit unions. (See Sehedule C). 
A significant proportion of the people of this Province, therefore, 
have a membership in or are affected by the services provided by 
credit unions. 

37, While the members control the policies of the credit union 
through members! meetings on the basis of one member one vote, 


they exercise administrative control through elected officials. These 


are: 
(a) Directors elected by the members with general respon- 


sibility for administration, including admission of new members, 
the appointment of a secretary-treasurer or manager, the appoint- 
ment of a credit committee, the establishment of maximum loan 
limits subject to The Credit Union Act and the resources of the 
credit union, the appointment of one member of the supervisory 
committee and a general supervision over the affairs of the credit 
union to see that members! policies are carried out and their 
interests protected, 

(b) A credit committee appointed by the directors to consider 
and make decisions respecting loan applications from members 
except such loan applications as the treasurer is authorized to deal 
with by law. 

(c) A supervisory committee of three members, two appointed 
by the members in annual meeting and one by the board of directors, 


This committee, entirely separate from the credit committee, is 
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responsible for an internal audit of the credit union in behalf of the 
membership. 

_(d) The secretary-treasurer or manager appointed by the dir- 
ectors is responsible for management of the credit union subject to 
direction by the directors, recommendations by the credit committee 
and any examination by the supervisory committee, He hires and is 
responsible for any additional staff required, is bonded together with 
other staff, if any, andis authorized by law to make loans to mem- 
bers without security up to the amount prescribed in The Credit 
Union Act and also to make loans without reference to the credit 
committee where such loans are fully secured by shares in the credit 


union held by the borrower or government bonds, 


38. The Credit Union Act provides for an annual examination of 
each credit union by the Registrar of Credit Unions and such other 
periodic examinations as he may require, including a special exam- 
ination by a chartered or certified public accountant at the expense 
of the credit union if he deems this necessary. The Registrar 
approves of applications for incorporation if he deems that incorpora 
tion is economically advisable, approves of bylaws and amendments 
thereto, prescribes bookkeeping and accounting procedures for 
credit unions, and through a special administrative staff, including 
fieldstaff, conducts an annual examination and audit (the audit 
applying to credit unions with assets of less than $200,000), 
assembles statistical information and furnishes other information 
that may be used for credit union publicity and promotion purposes, 
Where a credit union employs its own auditor, the examination is 
concerned primarily with an evaluation of loaning policies and 


appraisal of operations, 


39, Each credit union with assets in excess of $200,000 is required 
to employ its own auditor who may be a chartered or certified public 


accountant or any other qualified person approved by the Registrar - 
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see paragraph 62 of Schedule J - 1. The decision to require credit 
unions to employ their own auditor after their assets reached 
$200,000 was on the assumption that the income of credit unions 

of this size would permit the payment of auditor's fees and still 


enable the credit union to pay a'moderate dividend or return on shareq. 


40. The combined balance sheet of Saskatchewan credit unions 1960, 
page 8, Schedule B, shows that of the total liabilities and net worth 
amounting to $88,772,000, $66,882,000 was represented by shares 
subscribed by members while current deposits of members were 
$13,921,000 or 75.3% and 15.7% of the total respectively. Moneys 
payable to the Credit Society and other lending institutions amounted 
to*$3, 121, 000 or 3.5% of the total. This shows the source and flow 
of funds into the credit union for loans to members or for other 
investment by the credit union. It illustrates further the local origin 
of funds for operations, i.e. predominantly from members supple- 
mented by small temporary borrowings from other sources, By 
September 30, 1961, the total liabilities and net worth of Saskatche- 
wan credit unions had reached $108,000,000 - see Scnedule C - but 


the origin of funds was approximately the same, 


41, The combined baiance sheet on the same page of Schedule B 

also shows total assets of $88,778,000 of which 62. 7% was represerte 
by loans to members, 24.6% by investments, 8, 6% by cash on hand 
and in bank, and 4, 1% by other assets, including office buildings, 


land therefor and credit union investment in the Mutual Aid Fund, 


42. The combined revenue of Saskatchewan credit unions in 1960 
was $4, 834, 000 of which $3,375,000 or 69.8% represented interest 
on loans to members, (See page 8 of Schedule B.) The balance 
included dividends and interest from investments in the Saskatchewan 
Co-operative Credit Society and the Co-operative Trust Company by 


credit unions of funds not immediately required for loaning operations 
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1 
2 
interest on bonds, dividends received on loan and life insurance 
3 
premiums paid by credit unions in behalf of their members and 
4 miscellaneous income from other sources. Here again the fact 
- emerges that the main function of a credit union is to receive savings 
6 from members in the form of shares and deposits, the proceeds of 
7 which are loaned to members, Investments of funds temporarily no 
required for members! loans must be made in such a way that they 
8 
can either be liquidated on short notice or used as security for 
9 
further borrowing since members! savings in the form of shares an 

10 deposits are, with a few temporary exceptions, readily withdrawabl 

11 at all times, 

12 ; eet 
Expendi-~ 43, A breakdown of the combined expenditures of all credit unions 
tures of 

13 Credit in Saskatchewan in 1960 is also shown on page 8 of Schedule.B. The 
Unions 

14 main expenditures are for salaries, office and sundry expenses, 

15 loan and life savings insurance premiums and interest on borrowed 

16 money in that order, 

17 || Distribu- 44, The distribution of the gross income is shown in the Chart on 
tion of 

18 Gross page 16 of Schedule B, The Chart shows that operating expenses, 
Income 

19 including salaries, office costs and cost of borrowed money 

accounted for 50% of the total expenditures, 10% was used for 

20 

statutory reserve, 1.5% was transferred to undivided surplus 

at account while approximately 38% of the total was returned to mem- 

22 bers in the form of dividends on shares and refund of borrower 

23 interest. The last item illustrates what credit union members mean 

24 when they speak of securing credit as nearly as possible at cost, 

25 Annual 45, An annual return form and statistical report prescribed for 
Returns 5 

26 || filed by credit unions by the Registrar is annexed hereto as Schedule K. 
Credit 

27 | Unions This shows the breakdown of revenue and expenditures to be shown 

28 by credit unions, their assets and liabilities, allocation of surplus 

29 

30 
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1 
2 
earnings, and a classification of investments. Statistics in 
3 
Schedule B are compiled from information furnished by credit 
4 
unions on the form in Schedule K, 
2 
Interest 46. The maximum rate of interest that may be charged by a credit 
6| Charged 
on Loans union is 1% per month on the unpaid balance, (See section 73 of 
7 Schedule J.) In practice the rate charged, subject to this maximum, 
8 depends on the type of loan and to some extent the location of the 
9 credit union, Rates charged on loans by credit unions of different 
10 types are shown on pages 18 and 19 of Schedule B. A borrower 
refund was made by 26 credit unions in 1960, 
11 
12 Main Types 47, The main purposes for which loans are made by Saskatchewan 
of Loans 
13 credit unions are shown in Table 6, page 24 of Schedule B. This 
shows that on the basis of dollar value the most important purpos es 
14 
for which loans are made are for home improvements 24%, mach- 
15 
inery, trucks and repairs 22%, land payment and mortgage retire- 
16 ment 13%, consolidation of debts 13%, and operating expenses 5%. 
17 During 1960, 50,021 loans were made by 272 credit unions amountin 
18 to a total of $43,638,000 or $872 per loan, 
19 Restrictions 48, The maximum loan that may be made to a single borrower. may 
on Loans of 
20 |Certain not exceed 8% of the paid up capital, deposits and surplus of a credit 
ypes 
21 union although the local supplemental bylaws may provide for a lesse 
92 maximum, In addition, The Credit Union Act provides that no loan 
may be made to finance operations of a businessman who is a mem- 
23 
ber if his assets before the loan is made exceed $100,000. Combined 
24 loans made by a credit union to finance operations of businessmen or 
25 of co-operative associations shall not exceed at any time 25% of com- 
26 bined capital and deposits of the credit union unless its own supple- 
27 mental bylaws provide for a greater amount, While the 8% restrictio 
applies on loans to individuals and co-operatives, a credit union may 
28 
29 | 
| 
30 
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1 
2 
3 by bylaw increase the amount loaned to a municipality or other 
public body performing a function of government provided that in no 
4 
case shall the amount loaned to such borrower exceed 25% of the 
5 é 
paid up capital and deposits, (See sections 58, 59 and 60 of The 
6 Credit Union Act - Schedule J.) 
7 
Reasons 49. Acredit union is organized primarily as a source of credit to 
8 for Res- 
trictions its individual members. Other things being equal, preference is 
on Loans 
9 given to the smaller borrowers as being most in need of the service 
10 Small businessmen in rural communities, especially where there 
are no banks, may want to borrow in modest amounts, Where some 
11 " 
of the members are ratepayers of a rural municipality, they may as 
12 
a matter of policy be willing to see their credit union help to finance 
13 
the municipality in order to keep their own savings which they have 
14 in the credit union circulating within the community. But while the 
15 credit union, because of its local orientation and control, may thus 
16 be in a position to keep its members' savings circulating within the 
17 community, a credit union is essentially a short-term and 
intermediate-term institution to meet the personal and production 
18 
loan needs of its members as its resources and contacts with its 
19 ; ad shay 
members will permit. The limitations on loans to businessmen an 
20 institutions referred to in the preceding paragraph are, therefore, 
21 in the nature of a compromise to enable a credit union to be of some 
22 service to such local businessmen and institutions but leaving the 
main field of business and institutional loans to other agencies, 
23 
24 || Secured 50, Credit unions are permitted by The Credit Union Act to make 
and non- 
25 secured non-secured loans up to $500 on the personal character of the 
Loans 
6 borrower. Where the assets of the credit union are less than 
$200,000, the maximum for an unsecured loan is $300. The endor- 
27 
sation of a co-maker is acceptable where the borrower lacks other 
“ei collateral security. Shares of the borrower are the prime security 
29 
30 
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for a loan and most credit unions encourage members to leave their 
shares with the credit union by charging a lower rate on loans fully 
secured by shares than on a loan only partially secured, The same 
policy is followed towards credit unions by the Saskatchewan Co- 
Operative Credit Society. In this way, savings in the form of shares 
tend to be more permanent form of investment with the advantage of 
a lower rate of interest on loans fully secured by shares than in the 
case of loans otherwise secured, A credit union has all the usual 
powers to take and realize upon security for loans to its members, 
Mortgage loans are limited to a percentage of the appraised or 
assessed value of the security prescribed in section 66 of The Credit 


Union Act - Schedule J. 


51, Subject to the consent of the Registrar of Credit Unions, the 


redit Union directors of a credit union may by resolution borrow for its purposes 


from any source up to an amount equivalent to 25% of its capital, 
surplus and deposits. Where bonds or securities of the Government 
of Canada or of Saskatchewan are used as collateral, the directors 
may borrow up to the market value of such securities without the 
approval of the Registrar, and they may also borrow up to 50% of 
the paid up value of unencumbered shares held by the credit union in 
the Credit Society also without the Registrar's consent. The annual 
meeting of the credit union on the unanimous recommendation of the 
directors may authorize increased borrowings up to 50% of the cap- 
ital, surplus and deposits of the credit union, The object is to give 
the directors reasonable leeway with respect to borrowing with the 
approval of the members being required for borrowings where sub- 
stantial amounts are involved in relationship to the resources of the 
credit union, Borrowing is chiefly from the Credit Society against 
shares of the credit union deposited therein, supplemented by assign- 


ment of book accounts where needed, and from chartered banks, 
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52, Credit unions stress long-term membership savings as a 
foundation for credit, These take the form of share capital whereas 
deposits (current accounts) are usually maintained for the conven- 
ience of the members, In many occupational credit unions where th 
members are a closely-knit group, the capital tends to consist 
mainly of shares with only a few deposit accounts being maintained, 
In groups where the tie of association is not as strong, and especially 
where the members live at some distance from the office of the 
credit union, current deposits assume more importance as a conven 
ience for the member in the transaction of his everyday business. 
Withdrawals from such deposit accounts are permitted by order 
negotiable by endorsement in 160 credit unions, mostly of the rural 
community type - see paragraph 54, Shares are, however, the mos 
permanent form of savings and are the main source of loans to 
members, Credit unions, therefore, pay a higher return out of 
surplus on shares as compensation for the use of the money for 
loaning purposes and as an inducement to the member to build up his 
more permanent savings, Interest on deposit accounts as an opera-~ 
ting expense was paid by 47 credit unions in 1960 as compensation 
for the more temporary use of the members! money not required 


for his current needs, 


53, Shares and deposits may be withdrawn on any day that the office 
of the credit union is open for business, The directors may require 
up to 90 days! notice in case of withdrawal of shares and up to 30 
days with respect to deposits. In practice, no notice is usually 
required as a credit union aims to keep its funds sufficiently liquid 
to meet all reasonable demands, Withdrawals may be made by the 


member at the credit union office or by mail. 
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1 
2 
3 |Withdrawals 54. In case of credit unions with a large membership and especially 
by Order 
4 from in the case of organizations in rural areas, the Registrar of Credit 
Deposits 
P Unions may grant permission for withdrawals from deposit account 
through the use of orders upon the credit union negotiable by endorse 
6 
ment - see section 81 of The Credit Union Act, Schedule J. This 
7 permission is granted only where the paid up share capital exceeds 
8 $100,000 or such lesser figure as may be deemed reasonable, where 
9 a reserve in cash or the equivalent of cash is maintained of 20% up 
10 to the first million dollars of shares and deposits and 15% of each 
subsequent million, where an auditor has been appointed and where 
11 
accounting and other office methods and facilities are deemed ade- 
12 
quate. The use of these orders is of great convenience, especially 
13 in rural districts as they permit a member to use his deposit account 
14 for the payment of business transactions without the necessity of a 
15 personal visit to the office of the credit union, 
16 eserves 55. The reason for the larger cash reserve being required than in 
or With- 
17 |drawals the case of credit unions not using orders negotiable by endorsement 
y Order 
18 is that withdrawals of this type may involve more numerous and 
19 larger amounts, sometimes by mail, than where the prevailing 
method of withdrawal is by the member who visits the office of the 
20 
credit union in person and can if necessary negotiate for the with- 
21 ; : 
drawal of his savings. 
22 
ithdrawals 56, A member can only withdraw savings to his credit in share 
23 based on 
vings or capital or deposit account or from the proceeds of a loan from the 
24 uthorized 
redit ~- credit union duly authorized by the credit committee or by the 
o Over- 
25 rafts treasurer as permitted under The Credit Union Act, The use of 
26 overdrafts is prohibited by the Act. 
- istribution 57, The distribution of the net surplus of a credit union after the 
f Surplus 
28 arnings payment of all expenses, including the payment of interest ondeposit, 
29 
30 
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1 
2 
3 if any, is prescribed in section 83 of The Credit Union Act - 
4 Schedule J, This section provides for allocation to a reserve fund 
; against uncollectible loans and probable future losses of at least 20% 
of the annual net surplus until the amount in reserve is equal to at 
. least 10% of the assets of the credit union from time to time. Divi- 
7 dends may be paid on share capital at a rate not exceeding 5% per 
8 annum, there may be an allocation for an educational fund of not 
9 more than 5%, provision may be made for a special fund to meet 
10 emergencies or for special objects although such allocation is 
unusual, and finally there may be a refund of loan interest paid by 
3 members, Of these methods of allocation, the appropriation to 
12 
reserve is compulsory while the rest are optional but with almost 
13 every credit union paying a dividend on shares and a number proe- 
14 viding for a refund of loan interest. The variation in dividend rates 
15 on shares and borrower refunds are shown on page 15 of Schedule B. 
Heperves 58. Reserves created out of surplus earnings, including statutory 
17 reserve, Mutual Aid reserve, miscellaneous reserves and undivided 
18 surplus earnings, are shown in the combined balance sheet of Sask- 
19 atchewan Credit Unions, 1960, on page 8 of Schedule B. These are 
deemed adequate in view of our loss experience with credit unions to 
20 
date. 
2A 
i nidity 59. As of December 31, 1960, liquid assets in cash holdings and 
readily convertible investments or all credit unions amountea to 
23: 
25, 6% of the total assets of all credit unions operating in Saskatche- 
‘a wan ~ see page 9, Schedule B, This is considered adequate to meet 
25 all ordinary demands for withdrawal by members and other obligations 
26 and is more than prescribed in section 81 of The Credit Union Act 
27 which sets forth the minimum requirements for credit unions using 
orders negotiable by endorsement, 
28 
29 | 
30 | 
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2 
3 The Mutual Aid (Central Reserve) Fund for Credit Unions 
4 | Mutual 60, In 1952 an amendment to The Credit Union Act provided for the 
Aid Fund - 
5 Organization establishment of a Mutual Aid or Central Reserve Fund for all credit 
6 unions in Saskatchewan provided the necessary number of credit 
unions voted in favour of the proposal, The legislation provided that 
: if at least two-thirds of the credit unions voting were in favour, 
8 assessments on all credit unions to establish the fund and operate it | 
9 would be compulsory. A vote was taken late in 1952 with approxi- 
10 mately &€0% of the credit unions voting in favour, representing about 
11 80% of the membership of all credit unions in the Province at that 
12 time. A board to administer the fund was appointed by the Lieutenant 
Governor in Council early in 1953, 
13 
14 aes 61. The fund is:administered by a Mutual Aid Board of five persons 
id Board 
15 appointed by the Lieutenant Governor in Council with three members 
being nominated by the Credit Union League, one nominated by the 
we Saskatchewan Co-operative Credit Society, and one appointed by the 
17 Lieutenant Governor in Council without nomination. The Board which 
18 is a corporation makes annual assessments upon credit unions and 
19 administers the Mutual Aid Fund in accordance with sections 100 to 
20 113 of The Credit Union Act - Schedule J. 
1 ssess~ 62, The Credit Union Act provides that the Mutual Aid Board may, 
ents to 
22 the Fund for the purposes of the Mutuai Aid Fund, levy a yearly assessment 
73 upon each credit union of an amount not exceeding 5% of the annual 
net earnings. Such levy may be construed as a part of the minimum 
= allocation of 20% of net earnings which each credit union is required 
= to make to its own local bad debt reserve, In practice, credit unions 
26 take advantage of this provision since they consider that the Mutual 
27 Aid Fund is a part of their own reserve for contingencies, 
28 
29 
30 | 
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1 
2 
3 Purposes 63, The purpose of the Mutual Aid Fund is to assist credit unions 
of Mutual 
4|| Aid Fund in financial difficulties to maintain their solvency, to meet the 
5 demands of members for the withdrawal of their savings and to 
6 safeguard equities of members in case of threatened dissolution, 
The assistance may take the form of interest-free loans or loans at 
7 : 
reduced rates, grants in aid and payments to members in lieu of 
8 
the savings they may have with the credit union in the form of share: 
9 and deposits, The latest report and audited financial statement of 
10 the Mutual Aid Board is annexed hereto as Schedule L. This shows 
11 how the Mutual Aid Fund has been built up and how it has been used, 
12] Results 64, The Mutual Aid Fund has safeguarded the solvency of credit 
of Mutual 
13 || Aid Fund unions in Saskatchewan since its inception and has increased con- 
14 fidence in the movement among both the members and the public. 
15 The fact that there has been no loss of member equities in any credi 
union in Saskatchewan since the inception of the movement in 1937 
16 
is due in no small measure to the operations of the Mutual Aid Fund. 
17 Its maintenance is essential to the welfare of credit unions under 
18 conditions that prevail in Saskatchewan and will help to assure the 
19 future of the movement, 
20 Services to Credit Unions Provided by Saskatchewan Co-operative 
Credit Society 
21 
Main 65, As previously mentioned in this submission, Saskatchewan 
22 || Functions 
of Society credit unions, along with other co-operative organizations, organize 
23 the Saskatchewan Co-operative Credit Society as a central] depository 
24 for funds not immediately required and as an agency from which 
25 they could borrow in order to meet seasonal demands for ioans from 
6 their members. The Society, in turn, makes loans to member 
credit unions and co-operatives as they need them and invests the 
27 | 
balance of the funds deposited with it by member organizations in 
” Government and municipal securities of various kinds and in mort- 
29 | 
30 
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gage debentures issued by co-operatives. The Society functions, 
therefore, as a central credit union serving both credit unions an 


co-operatives and it is in effect an extension of the operations of 


279 credit unions to make better use on a province-wide basis of the 
surplus funds at their disposal and, with these surplus funds as a 
basis, secure when necessary, a loan service from the Society. J 
practice, while the greater part of the funds invested in the Societ 
comes from credit unions, the greater part of the loan business is 
in the form of short-term and intermediate-term loans to co- 

operatives, although this does not prevent the Society from meetin 
all the credit needs that credit unions may require. The effect of 
this is that the surplus funds of one credit union can be used to meet 
the temporary needs of another or of a co-operative organization or 
invested temporarily in securities which will help bring a return t 
the credit union which invested or deposited its surplus funds with 
the Society in the first place. The Society supplements the funds i 


receives trom credit unions and co-operatives by bank borrowings 


66, The services provided by the Saskatchewan Co-operative 


Credit Society are described in its 21st annual report annexed herdto 


Land 


as Schedule F, The Chart on page 6 of this report shows that out 
every dollar of net income, 59 certs is returned to member organi 
zations with the bulk of this going to credit unions as dividends, 
interest on deposits and borrower refunds, It will be observed tha 
the Society acts as a central clearing agency for credit unions usin 
negotiable orders, this service having been established in consulta 
tion with the chartered banks - see Schedule M annexed hereto, 
The Society follows the practice of credit unions in lending. money 4t 
a lower rate to credit unions whose loans are fully secured by shares, 
thus encouraging the credit union to leave intact its share invest- 


ment in the Society. Shares in the Society held by credit unions an 
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co-operatives may be withdrawn when they deem such withdrawal 


necessary, 


67, The Chart on page 6 of Schedule F also shows that out of every 


dollar of the Society's income, 62 cents was received from loans to 


member credit unions and co-operatives, 30 cents on other invest- 
ments, including bonds, etc,, 4 cents for clearing and service 
charges and 4 cents from miscellaneous sources, This shows tha‘ 


the Society derives its income primarily from loans to membere, 


68, Just as a credit union accepts savings from and makes loans 
to its members only and in behalf of its members invests such por- 
tion of their savings as are not temporarily required for loaning 
purposes, so the Society accepts savings from its member credit 
unions and other members, lends money to members only and 
invests for them surplus funds not required temporarily for loaning 
purposes, Rather than sell investments from time to time in order 
to meet all credit needs of its members from funds they have 
deposited with it, the Society borrows from the chartered banks, 
With the allocation of surplus earnings amongst member organiza- 
tions, the Society provides a service at as close to actual vost as 
possible, 
Services Provided for Credit Unions by Co-operative Trust 
Company 
69. As mentioned earlier in this submission, the Co-operative 
Trust Company is a federation of credit unions and co-operative 
organizations, Insofar as credit unions are concerned, the main 
reasons for membership in the Company include (a) collaboration 
with the Company in meeting some of the long-term credit wats of 
credit union members with the proceeds of such loans being provided 


by an organization whose structure and method of operation makes 
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possible a long-term loan service, (b) the maintenance of a special 
co-operative organization which is in a position to provide a trust 
company service desired by members of credit unions, and (c) an 
additional medium for the investment of surplus funds not immed- 


iately required by credit unions, 


70, Since the loaning activity of the Trust Company is primarily in 
the long-term mortgage field, it follows that the funds it requires 

for its lending operations come chiefly from share capital and the 

sale of long-term securities, For this reason, investments of sur- 
plus funds by credit unions in the Trust Company tend to be less than| 
in the Saskatchewan Co-operative Credit Society which provides a 
short-term or intermediate-term loaning service to its members 


and relies more on withdrawable shares and deposits as its source 


of funds. Credit unions nevertheless have a strong interest in the 
Trust Company not only for the special services it provides to mem- 
bers of credit unions in the preparation of wills and the management 
of estates and to some extent as a source for long-term investment 
but also because the Company's services make it possible for credit 
unions to assist in meeting a limited demand for long-term loans 
from their members by appraising applications therefor and if 
necessary recommending them for the consideration of the Company, 
Relationship of Credit Unions and Allied Organizations to the 
Financial System 
71. In this submission, an attempt has been made to outline the 
history, objects and operations of credit unions and to describe the 
main objects and services of organizations formed and controlled by 
credit unions, wholly or in part, In the following paragraphs, some 
observations and opinions are offered regarding the significance of 
credit unions in our financial system and why they may be expected 


to and why they should continue to develop, 
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72, Reference has already been made to the functions of a credit 
union in creating a pool of savings for its members out of which 
loans are made to members only at moderate rates of interest. It 
is submitted that a credit union offers an alternative medium for 
the building up of savings and providing credit to people who may 
decide that some of their needs can be met more effectively in this 
way than through services available from other agencies, The 
people interested have the choice of banding themselves together to 
provide these services for their own group only within the locality 
and the province in which they live or, as individuals, making use 
of the services of other agencies. Most credit union members do 


both, 


73. It is submitted that a credit union, because of the close rela~ 
tionship between the member and the organization which he owns an 
helps to control, encourages the member to build up more savings 
on his own account than would be the case if he relied exclusively on 
the facilities of savings and credit agencies with which he has not 
the same personal contact and over which he has no control. The 
member knows that his savings will be the first foundation for'his 
personal credit in case of need and that his credit needs will also 
receive consideration by elected credit union officials who,in most 
instances, know him personally, have special knowledge of his need 
because of the tie of association, occupation or residence as a basis 
for membership and rely on his loyalty to the group in repaying any 
loan. This is not to say that the thousands of members in our credit 
unions could not have accumulated savings through other agencies 
during the period credit unions have been in operation but it is 


emphatically submitted that the relationships between a member 
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and his credit union have been the means of building up much 
greater savings than would otherwise have been the case and that 


this helps to explain the rapid growth of savings through credit unions 


74, It is also submitted that since the savings and credit policies 


of a credit union are controlled by its members residing in, for 


example, a certain rural area or within a well-defined occupational 
group, the services of a credit union can, subject to the resources 
at its disposal, be more closely adapted to the needs of the members 
as compared with the services offered by an organization controlled 
from outside the area or from outside the Province. It is further 
suggested that policies instituted by the members of a local group 

to meet their own credit needs with funds based on their ownsavings 
help the members of such a group to survive the results of national 
contractions or other variations in the credit picture without in any 
way stimulating the use of credit which might make the overall 


financial situation more difficult, 


75, The officials of a credit union organized to meet the needs of 
the individual member try to appraise his credit requirements from 
the standpoint of what is actually in his best interests, ''Counsell- 
ing'' by a manager of a credit union or by a credit committee may 
mean not only financial rehabilitation through consolidation of debts, 
but also when necessary, advice against asking for as much credit 
as the member may think he requires. This kind of an attitude tends 
to guard against inflated demands for credit within the credit union 
membership. This is not to say that other credit agencies may not 
counsel against too much credit but it is submitted that credit unions, 
being service organizations for their own members, have a greater 
tendency to do this than agencies that are in the field of selling 


credit to the public. 
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76, Credit unions also provide opportunities for securing personal 
credit at a lower rate than is the case with many other credit agen- 
cies in the personal loan field, The relationship between a member 
and the credit union of which he is part owner and helps to control, 
obviously reduces ''the acquisition cost’ compared with some other 
kinds of credit agencies since he shouldn't have to be sold on using 
his own business, The risks faced by other agencies are greater 
due to the difficulty of appraising such factors in credit as the 
character of the individual as they don't, as a rule, have the close 
contact with customers as a credit union has with its member 
borrowers. There is also the loyalty of the member to his fellow- 
members in a credit union which helps to reduce defaults or write - 
offs. All of these make it possible for credit unions to charge a 
lower rate for loans as compared with many other agencies and 
this is supplemented by a policy of refunding earnings either as a 
moderate reward for savings in the form of dividends on shares 

and sometimes by the refunding of loaninterest, The fact that 
credit unions have written off only 16 cents on every hundred dollars 
they have loaned in Saskatchewan since 1937 is not only an indication 
of the loyalty of members to their own credit organizations but also 
helps to explain the ability of credit unions to furnish credit at 


moderate cost. 


77, Credit unions are in a better position in some respects than 
banks in providing a personal loan service. Here again the more 
direct sense of ownership of the credit agency is a factor in the 
credit unions' favour when appraising personal credit needs and 
ensuring repayment, But while credit unions provide a definite 
alternative to the more expensive loan agencies in the personal 


credit field, they provide a supplementary service to that of the 
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chartered banks. The latter will continue to finance the business 
community and furnish the larger short-term production loans. 
Credit unions are limited in this field because they are different 
from the banks in the local nature of their savings, operations and 
control, and do not have the facilities to service the business worl 


in its larger aspects, 


78, The social effects of credit unions should not be overlooked 
when evaluating their place in our economy, The influence of credit 
unions on people who, as a result of membership therein, are taught 
to solve many of their financial problems through self-help in asso 
ciation with their fellows is important to the maintenance of a free 
society such as ours, Added to this is the training they receive in 

the rnanagement of finances. The fact that Saskatchewan credit unibns 
were served in 1961 by 3,975 directors and committee men, electe 

to look after the affairs of the members, is an indication of the 

extent of the training received by people in the management of fin- 
ances, In addition, the knowledge that in credit unions and in organ- 
izations serving them control is vested in the hands of those who us 
the credit -- a distinctive feature of credit union practice -- 
encourages a healthier and more responsible appreciation of the 


place and management of credit which tends to be reflected also in 


the attitude of the members towards other facets of our economy. 
The character building and other social effects of credit unions 
deserve careful consideration in the evaluation of any results of 


credit unions in our financial system, 


79. Desjardins, the pioneer leader of the credit union (caisse 
populaire) movement in Quebec, once said: ''The peoples welfare 


is best ensured by institutions administered by the people themselves," 
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1 
2 
3 
Many students of our democratic scene are concerned about what 
4 
seems to be a growing apathy on the part of many people towards 
be their responsibilities in a society which they tend to take for granted, 
6 The means that credit unions provide for training their members in 
7 the democratic administration of institutions so desirable for their 
3 welfare as those giving them control over savings and credit should 
not be overlooked in any evaluation of the place of the credit union 
9 
movement in our midst, 
10 
General 80. The Credit Union League of Saskatchewan. therefore, takes the 
11 || Importance 
and Sig- position that credit unions have an important part to play in promot- 
12 || nificance 
ing thrift and providing credit at reasonable rates and should, 
13 therefore, continue to receive support and encouragement to develo 
14 the way they are doing now. The League further submits that inas- 
15 much as credit unions are local in character and help to strengthen 
16 the communities in which they live by keeping the savings of the 
people as much as possible at work within these communities, they 
17 
are a definite asset in whatever locality and group they operate, 
18 _ , 
They are a definite alternative to higher cost loaning agencies leaving 
19 the people the freedom to decide which to use, subject to the limi- 
20 tations of the close tie of association so desirable to successful 
1 credit union operation. The same usefulness in the provincial field 
22 characterizes also the place of the Saskatchewan Co-operative 
Credit Society whose capital comes largely from credit unions, is 
a 
withdrawable by them and where the loaning operations of the Societ 
24 : or . 
are to credit unions and co-operatives operating within the Province 
25 Credit unions also help with some facets of long-term agricultural 
26 credit through participation in the Co-operative Trust Company, 
27 These institutions being under the control of those who use them 
28 have a special contribution to make as a supplement to our financial 
system and their growing membership and resources are evidence 
29 


of this. 
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Legislation 
81, Legislation governing credit unions in Saskatchewan is 
adequate and the administration thereof is excellent but the legis - 
lation may need amendment from time to time as the credit union 
movement continues to develop, The Credit Union League takes 
the position that credit unions should continue to remain under 


Provincial legislation and control. 


Conclusion 
82. In this submission, an attempt has been made to describe the 
operations of credit unions, their financial significance from a local 
and provincial point of view and how important their continued pro- 
gress will be to the people of this Province, It is hoped the inform- 
ation given and the views expressed in this submission will be 


helpful to the Commission in their important task. 
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